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Dear Mr. Dupuy: 


We are pleased to submit to you the following report and recommendations on 
measures to support the government's policy objectives for the Canadian magazine 
publishing industry. 


During the course of our work as co-chairs, we benefited immeasurably from the 
experience and thoughtful comments of the following advisory members of the Task 
Force on the Canadian Magazine Industry: 


Lynn Cunningham School of Journalism, Ryerson Polytechnic University, 
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Neville Gilfoy Publisher, JPL Publishers Ltd., Dartmouth, Nova Scotia 

Doreen Guthrie Consumers Association of Canada, Ottawa, Ontario 

Hank Intven McCarthy Tétrault, Barristers and Solicitors, Toronto, 
Ontario 

Robert Johnstone Consultant and advisor on Trade Policy, Toronto, 
Ontario 

Michel Lord Vice-President (Communications and Public Relations) 


Bombardier Inc. (formerly President of the Economic 
Division of Publications Transcontinental Inc.), Montreal, 
Quebec ; 


John Sinclair President, Institute of Canadian Advertising, Toronto, 
Ontario 


We are grateful for their assistance. In accordance with our mandate, however, it is the 
task of the co-chairs to prepare this report. 


Yours truly, 


J. Patrick O’Callaghan Roger Tassé 
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ECONOMICS OF 
THE INDUSTRY 


M EXECUTIVE SUMMARY 


As a country, we must continue to find ways to maintain a place 
for the rich tapestry of ideas and information we now have in 
Canadian periodicals, while at the same time welcoming foreign 
magazines. 


Canadian magazines are an essential part of Canadian cultural 
development. They are one of the “vital links” that permit 
Canadians to exchange their ideas and information with one 
another. They allow us to see ourselves and the world through 
Canadian eyes. 


Since 1965, there have been two legislative measures in place to 
support the Canadian magazine industry: section 19 of the 
Income Tax Act and Customs Tariff Code 9958. The objective of 
both measures was to ensure an adequate flow of advertising 
revenues to support a vibrant Canadian periodical industry. 


These instruments of public policy have in large part been 
successful. However, technological developments and an 
increasingly global trading environment have meant that these 
two measures, in place for almost 30 years, are no longer fully 
adequate to meet the policy objective for which they were 
designed. 


The mandate of the Task Force on the Canadian Magazine 
Industry was to recommend ways in which current measures 
could be brought up-to-date. We were also charged with 
recommending possible new measures in furtherance of the 
government's long-standing policy objectives. 


In developing its recommendations, the Task Force looked at the 
economics of magazine publishing generally, at the Canadian 
advertising market for magazines, and at the business 
environment for Canadian periodical publishers. On the basis of 
this information, we then assessed the potential impact on 
Canadian magazines of Canadian editions of foreign magazines 
(commonly referred to as split-runs) entering the Canadian 
advertising market. 


It is clear from our analysis of the industry that there is an 
essential connection between circulation, advertising revenue 
and editorial content: the larger the circulation, the more 
advertising a magazine can attract; the greater the advertising 
revenue, the more it can afford to spend on editorial content; 
and the more it spends, the more likely it will be attractive to 
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THE ADVERTISING 
MARKET 


THE BUSINESS 
ENVIRONMENT 


readers, with the result that the circulation will grow. This spiral 
can also work the other way. Decreasing any element will 
decrease the other elements also. 


Our research showed the Canadian magazine publishing 
industry to be complex and multifaceted, with a wide range of 
choices for readers. The size and profitability of magazines are 
necessarily constrained by a small potential circulation base, 
which in turn limits the potential revenues. 


There are now more than 1,400 magazines in Canada, with 
editorial pages containing ideas and information that are the 
page equivalent of 2,500 books per year. While editorially rich 
and diverse, the Canadian industry is not on a strong economic 
footing. 


In 1992, more than half of the magazines had no operating 
profit; the average operating profit for the industry as a whole 
was only 2.36 per cent. 


There is nothing in our research that would lead us to believe 
that policy measures currently in place have made the Canadian 
industry any less efficient or profit-conscious than its foreign 
counterparts. 


The Task Force is persuaded of two important points, on the 
basis of its analysis of historical trends coupled with a review of 
emerging trends in the advertising marketplace: 


¢ The amount of money spent by advertisers to reach the 
Canadian consumer is not likely to grow; and 


¢ Within the Canadian advertising market, it is extremely 
unlikely that the share held by periodicals will increase. 


There are both constraints and public policy measures that affect 
the business environment for Canadian publishers: 


¢ Some of the constraints are: the massive penetration of the 
Canadian market by imported magazines; the relatively small 
size of the Canadian population; the openness of Canadians 
to foreign cultural products, particularly film and television; 
the effect of the cover prices of imported magazines on the 
Canadian price structure; newsstand competition from 
foreign magazines; the impact of overflow advertising on the 
potential advertising market in Canada; and the Canadian 
prohibition on tobacco advertising. 
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THE POTENTIAL IMPACT 
OF SPLIT-RUNS 


STRIKING A BALANCE 


+ The public policy measures are: two legislative policy 
instruments (section 19 of the Income Tax Act and Tariff Code 
9958); the postal subsidy; and some grants. 


Until recently, with constraints on the one hand and public 
policy measures on the other, there has been a fragile 
equilibrium in the industry. 


Should split-runs of foreign magazines enter the Canadian 
advertising market, some Canadian magazines would simply 
stop publishing altogether and others, in attempting to stay 
competitive, would reduce the budget for quality editorial. The 
number of editorial pages would decrease, and circulation 
would decline because of the perception that the magazine had 
lowered its editorial standards of quality. The end result would 
soon be evident: a downward spiral. 


The viability of the Canadian periodical publishing industry 
would clearly be at risk should the impact of foreign split-runs 
indicated by the model used in the Task Force’s research be 
borne out. 


The Task Force concluded that, while the numbers arrived at in 
the research analysis are necessarily hypothetical, the threat 
outlined is real. 


The consequences for the Canadian magazine industry and thus 
for Canadian cultural development would be very serious if 
steps are not taken to maintain the structural support necessary 
to continue to meet the government’s long-standing policy 
objective for Canadian magazines of ensuring that they have 
adequate access to advertising revenues. 


Asa trading nation, Canada has an interest in open international 
markets. At the same time, it is government policy to promote 
the development of a distinctive Canadian identity and culture. 


It is possible to strike a balance between Canada’s international 
trade commitments and our legitimate concerns about cultural 
development. We have developed our recommendations 


accordingly. 


In order to meet our objective of strengthening the Canadian 
magazine industry while respecting Canada’s international trade 
obligations, we have chosen to promote the development of 
original editorial content, regardless of country of origin, over 
recycled editorial material that is commonly found in split-runs. 
Although this focus on original content goes beyond a narrower 
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interest in Canadian content, it will assist the Canadian 
magazine industry without running afoul of trade rules that 
prohibit discrimination. 


In other words, although it is quite obvious that the Task Force 
is concerned with the survival of magazines expressing a 
Canadian perspective and view of the world, it believes that the 
best way to achieve that objective is to promote original content, 
regardless of country of origin. 


We have recommended the following measures: 


ate 


EXCISE TAX ACT 


Recommendation: that an excise tax be imposed on a magazine 
or periodical distributed in Canada that contains advertisements 
primarily directed at Canadians and editorial content which is 
substantially the same as the editorial content of one or more issues 
of one or more periodicals that contain advertisements that, taken as 
a whole, are not primarily directed at Canadians. The tax would be 
payable by the printer or distributor of those magazines. 


This tax would be levied on a per issue basis in an amount 
equivalent to 80 per cent of the amount charged for all advertising 
appearing in that issue. The amount charged for all advertising 
would be determined by multiplying the publicly advertised single- 
insertion page rate by the number of pages of advertising appearing 
in the issue. 


Exemption: Magazines that otherwise would be subject to the 
proposed tax as of the date of this report should be exempt at the 
number of issues per annum that were distributed in Canada in the 
year preceding this report. 


INCOME TAX ACT 


Recommendations: 


a. that the Income Tax Act be amended to require periodical 
publishers operating in Canada to file an annual information 
return that reports the ownership and editorial content for each 
title published in Canada; 


b. that Section 241 of the Income Tax Act be amended to allow 
the Department of National Revenue annually to make public a 
list of periodicals that conform to section 19, compiled from 
publishers’ annual information returns; 
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c. that the Department of National Revenue and the Department 
of Canadian Heritage enter into an administrative agreement 
under which the latter will review for accuracy, prior to its being 
made public, the list referred to in (b) above; 


d. that an anti-avoidance measure be added to section 19 to 
authorize the Minister responsible for the Act to determine 
whether in fact a newspaper or periodical is Canadian-owned; 
and 


e. that the Department of National Revenue, in collaboration with 
the Department of Canadian Heritage, issue an information 
bulletin to ensure that advertisers and advertising agencies are 
aware of the provisions of section 19. 


3. TARIFF CODE 9958 


Recommendation: that Tariff Code 9958 be conserved in the 
same form it has had since 1965. 


4. INVESTMENT MEASURES 


Recommendation: that the Investment Canada Act be amended 
to provide that, when the Minister responsible for that Act issues an 
opinion or takes any step or makes any recommendation in 
connection with matters relating to Canada’s heritage or national 
identity concerning magazines or periodicals and the applicability 
of the Investment Canada Act, he or she do so with the 
concurrence of the Minister of Canadian Heritage. 


5. GOODS AND SERVICES TAX 


Recommendation: that if the government’s review of the Goods 
and Services Tax results in a new tax regime that includes 
exemptions, the government consider eliminating federal sales tax 
on all reading materials, including magazines. 


6. POLICY DIRECTIONS RESPECTING GOVERNMENT 
ADVERTISING 


Recommendation: that the federal and provincial governments, 
their agencies and corporations, make every effort to support the 
Canadian magazine industry by placing magazine or periodical 
advertisements directed at the Canadian market in a way that is 
consistent with federal government policy regarding Canadian 
periodical publishing. 
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. PROVINCIAL GOVERNMENT MEASURES 


Recommendation: that the governments of the provinces take 
measures within their jurisdiction to support a viable Canadian 
magazine industry, including measures that will address the 
problem posed by the publication and distribution of split-run 
editions. 


THE POSTAL SUBSIDY 


Recommendation: that the federal government maintain the 
current level of financial support it provides to Canadian paid- 
circulation periodicals to ensure that Canadians from all areas of the 
country have access to the Canadian paid-circulation periodicals of 
their choice at affordable cost, whether through a postal subsidy or 
an alternative program to assist in the distribution of these 
periodicals. 


THE CULTURAL INDUSTRIES DEVELOPMENT FUND 
Recommendations: 


a. that the Federal Business Development Bank discuss with the 
industry and with the Department of Canadian Heritage how it 
can make the Cultural Industries Development Fund (CIDF) 
fully effective for the Canadian periodical publishing industry; 


b. that the Canadian magazine industry actively draw on the 
resources of the CIDF to the fullest extent possible; and 


c. that the Management Counselling Program within the CIDF be 
established at a level of at least $500,000 annually. 


PRIVATE SECTOR MEASURES 


Recommendation: that the Canadian magazine industry continue 
to take steps to improve knowledge among advertisers and 
advertising agencies of the advantages and benefits of advertising in 
Canadian magazines and the uniqueness of the market access they 
provide. 


LOOKING FORWARD 


Recommendation: that, no later than the end of this century, the 
Government of Canada establish a formal procedure, such as a Task 
Force, to review the effect of our recommendations and to assess 
what new measures are needed, if any, to promote the Canadian 
magazine industry. 
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THE ROLE OF 
MAGAZINES 


MM CHAPTER | 


A CRITICAL JUNCTURE 


Magazines help foster in Canadians a sense of ourselves. They 
enable us to see ourselves as no others see us. Like the image in a 
mirror held in our own hands, they give us an unclouded vision 
of ourselves. They also enable us to view the rest of the world 
from a Canadian standpoint. 


Like other forms of communication, they are “the thread which 
binds together the fibres of our nation,” observed the O'Leary 
Royal Commission on Publications in 1961.’ ‘They can protect a 
nation’s values and encourage their practice. They can make 
democratic government possible and better government probable. 
They can soften sectional asperities and bring honourable compro- 
mises. They can inform and educate in the arts, the sciences and 
commerce. They can help market a nation’s products and promote 
its material wealth. In these functions it may be claimed — claimed 
without much challenge — that the communications of a nation 
are as vital to its life as its defences, and should receive at least as 
great a measure of national protection.” 


Because their role is to synthesize, expand and comment upon 
information, rather than simply report it, magazines add an 
element of reflection to the abundance of information we are 
presented with by the instant media. They blend knowledge, 
entertainment and ideas, and are both timely and enduring. Free 
from daily deadlines, magazines can bring a more balanced 
perspective to issues unfolding too rapidly for controlled under- 
standing or pinpoint accuracy on a day-to-day basis. History in the 
making does not allow for daily judgement. 


“Other media diffuse information, but magazines bring it into 
focus and make it memorable,” writes Robert Fulford in a recent 
publication of Magazines Canada.” “They process information until 
it becomes knowledge. They create order from the chaos of data 
around us and find meaning we might otherwise miss.” 


Canadian magazines are also a proving ground for writers and 
artists. Some 92 per cent of the editorial content of Canadian 
magazines is written in-house or by Canadian freelance writers. 
Similarly, 92.7 per cent of the illustration and photography in 


' Report of the Royal Commission on Publications, Chairman Grattan O'Leary. Ottawa: 
Queen’s Printer, May 1961, page 4. 
2? Magazine Magic: A Celebration of Magazines and Advertising. Toronto: Magazines Canada, 


page 8. 
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CANADIAN MAGAZINES: 
FILLING A NEED 


Canadian magazines is produced by Canadians. When Canadian 
magazines are forced to cut their costs, it is the creative people 
who often feel the brunt. This is a problem of a different dimen- 
sion in the making because, when magazine work gets scarce and 
freelance fees shrivel, the senior writers move on to more lucrative 
employment and the more junior writers tighten their belts another 
notch or two. The plight of writers and artists would need a 
special study of its own. 


In the past three decades, Canada’s English-language and French- 
language periodicals have flourished creatively and, to some 
extent, economically. The O’ Leary Commission noted that, in 1956, 
there were 661 periodicals published in Canada” By 1992, the 
Canadian periodical industry produced 1,440 titles, had revenues 
of $846.4 million and employed 6,273 people directly, with 4,046 
volunteers in addition to many freelance writers, photographers 
and illustrators. 


Canadians are reading more Canadian magazines now than ever 
before. At the time of the 1961 Royal Commission on Publications, 
roughly 25 per cent of the magazines circulating in Canada were 
Canadian; as of 1992, that had increased to almost 68 per cent. 


The number and range of magazines reflect the concerns and tastes 
of Canadians. All regions and most large metropolitan areas boast 
their own magazines. There is a Canadian periodical to serve 
almost every interest group — economic, professional, artistic, 
scholarly, religious or recreational. 


Large consumer magazines let their readers see behind the scenes 
of business and politics, explore new trends and probe social 
changes. They increase national understanding of regional issues 
and translate national issues into meaningful regional terms. They 
exalt Canadian accomplishments and delve into the roots of our 
fortunes and misfortunes, profile the great and the small as well 
as Canadians who, at home and abroad, make a difference in our 
daily lives. 


Women’s magazines deserve much of the credit for the tremen- 
dous advances recorded by Canadian women in the past half 
century. They have often been at the forefront of the campaign for 
equality and women’s rights, ensuring that women from coast to 
coast to coast are aware of issues of importance to them. In all, 
they promote understanding and appreciation for different 
perceptions and concerns. 


3 


op. cit., p. 207. 
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PUBLIC POLICY IN 
PERSPECTIVE 


The business press permeates nearly every field of professional 
endeavour — the media, finance, small business and industry. It 
provides information on products and services, cues its readers to 
changes in the market and enables them to keep abreast of the 
competition. It provides them with information on the global trade 
situation from a Canadian point of view. 


In addition, there are entertainment, literary and popular scientific 
publications catering to every taste and interest. Smaller, special- 
ized magazines bind subcommunities — food and art lovers, 
wildlife and aviation enthusiasts, antique dealers and environ- 
mentalists, seniors and scientists. 


Canadian magazines do not have an easy job. They face stiff 
competition for readers from foreign magazines circulating in 
Canada. Aside from its own efforts, the Canadian industry's 
relative success is due in part to government measures designed 
to ensure that Canadian periodicals have access to the domestic 
market for advertising. 


Although the free-market economy has served Canadians well, and 
is the source of much of our present-day prosperity, history shows 
that Canadian governments have not balked at intervening in the 
economy when national interest demanded it. Government thus 
assisted in the building of the railway in the last century, and the 
extension of communications networks across the country in this 
century. Governments have intervened in the cultural industries in 
order to promote a sense of Canadian identity. The CBC is one 
notable example. So too is government support of the domestic 
magazine industry. ; 


From the time of the O’Leary Royal Commission, with its mandate 
to find ways of furthering the development of a Canadian identity 
through a genuinely Canadian periodical press, and the Special 
Senate Committee on the Mass Media chaired by Senator Keith 
Davey that reported in 1970, successive federal governments have 
recognized the importance of a Canadian magazine industry in the 
affirmation of a unique Canadian personality. 


A number of measures in support of the magazine industry reflect 
this recognition. Reduced postal rates have ensured the low-cost 
distribution of periodicals; fiscal measures have encouraged 
Canadian advertisers to use Canadian magazines to reach Cana- 
dian readers; a customs tariff has barred non-Canadian magazines 
with advertising directed at Canadians from entering Canada; 
and financial support has been granted to a wide array of non- 
commercial cultural and scholarly publications. 
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THE MANDATE OF THE 
TASK FORCE 


These measures helped Canadian periodicals to survive in a 
difficult competitive environment, guarding against the risk of 
losing the sense of ourselves that we gain through magazines. 
Helpful though they have been to secure a viable Canadian 
industry, questions have now arisen concerning the adequacy of 
existing government support measures to maintain Canada’s long- 
standing policy objectives. 


Before Tariff Code 9958 was introduced in the mid-1960s, virtually 
all foreign magazines containing advertisements directed at 
Canadians would have been printed in the country of origin and 
imported into Canada for distribution. After the mid-1960s, Tariff 
Code 9958 prohibited the importation of magazines containing 
advertisements directed at Canadians. It authorizes Canada 
Customs to stop the entry into Canada of the subsequent four 
issues of a magazine after the publication of an issue that did not 
conform to the rules. This effectively discourages foreign maga- 
zines with Canadian advertising, or split-runs, from entering 
Canada. 


Technological progress has changed the dynamics of printing. 
Electronic data transmission now allows publications to cover great 
distances via satellite or dedicated phone lines rather than travel 
as finished products. Page proofs can be digitized and electroni- 
cally transmitted directly to a Canadian printer without physically 
crossing the border as a completed product, thus bypassing 
Canada Customs. As a result, the customs tariff, by itself, can no 
longer implement Canada’s long-standing policy on split-runs. 


These changes, along with an evolving international economic and 
regulatory environment, have altered the context for existing policy 
instruments and have led directly to the call for a reappraisal of 
them, and to the conferral of a broad mandate on the Task Force 
to review federal measures in support of Canadian magazine 


policy. 


The government asked the Task Force to undertake a review of 
federal measures to support the Canadian magazine industry with 
a view to making recommendations that will enable it to carry 
through effectively on its policy objective of ensuring that Cana- 
dians have access to Canadian information and ideas through 
genuinely Canadian magazines.* 


More specifically, the government asked the Task Force to 
recommend ways in which the two legislative measures whose 
purpose is to ensure an adequate flow of advertising dollars to 


* The terms of reference for the Task Force on the Canadian Magazine Industry can be 
found in Appendix 3. 
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Canadian magazines could be brought up-to-date. The Task Force 
was also charged with recommending possible new measures in 
furtherance of the government's policy objectives. 


While the mandate of the Task Force is broad, we quickly came to 
realize that Canadian regional editions of foreign magazines, or 
split-runs, pose the most serious and immediate problem to the 
Canadian industry. We therefore focused our attention on the 
problem of assuring Canadian magazines an adequate flow of 
revenues from advertising directed at Canadians. 


Given the urgency of the situation, we presented the Minister of 
Communications with an interim report on May 31, 1993.° In that 
report, we recommended that the government make “a clear public 
statement reaffirming its long-standing policy objectives for the 
Canadian magazine industry, with particular reference to split-run 
or “Canadian” regional editions sold in Canada with advertising 
aimed primarily at a Canadian audience.” We also recommended 
that “the Related-Business Guidelines under the Investment Canada 
Act be amended to clarify the situation of magazines or periodicals 
not already being published in Canada.” 
\ 

The government moved swiftly on ‘both recommendations on 
July 19, 1993, to give full backing to these essential first steps 
to reaffirm existing policy support to the Canadian magazine 
industry. The government response is attached as Appendix 5. 


We then turned our attention to studying the current state of the 
Canadian magazine industry and its market structure, and the 
Canadian advertising market and its importance to the magazine 
publishing industry. To that end, we commissioned two research 
projects: one on the Canadian magazine industry and its cost 
structure; and one on the Canadian advertising market.’ Our 
conclusions take into account the results of these two studies and 
the information we received from many representatives of 
Canadian publishing, advertising and printing industries, either in 
person or through their briefs. 


This report describes our findings and sets out our recommenda- 
tions for a renewed framework of support. To provide a context 
for the recommendations, we describe, in Chapter II, the periodical 
publishing industry and how it works. This is followed in Chapter 
III by a description of the advertising market for Canadian 
periodicals and an analysis of the trends in that market. Chapter 


on 


The interim report of the Task Force is attached as Appendix 4. 

The Canadian Periodical Publishing Industry: An Overview. Prepared by N.D. Cebryk, 
R.A. Jenness and M.C. McCracken of Informetrica Ltd. Ottawa: February 10, 1994. 

An Analysis of Advertising Revenues to the Canadian Magazine Industry: The Effect of Foreign 
Split-Run Magazines. Prepared by C. Leigh Anderson with the assistance of David Hennes 
and Patrick McIntyre. Ottawa: January 19, 1994. 
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IV describes the business environment for Canadian periodical 
publishers. We proceed, in Chapter V, to discuss the potential 
impact of split-runs, in order to assess the importance of the 
problem and recommend measures that are commensurate with it. 
No assessment of these issues would be complete without 
considering, as we do in Chapter VI, the importance of striking a 
balance between Canada’s international obligations and the 
aspirations of Canadians for their own cultural development. 
Finally, in Chapter VII, we set out our recommendations for 
government action. 


INTRODUCTION 


MAGAZINES OR 
PERIODICALS? 


MH CHAPTER I! 


THE ECONOMICS OF 
PERIODICAL PUBLISHING 


The question we must answer in responding to our mandate to 
recommend ways to update existing policy instruments and 
propose new measures in support of the Canadian magazine 
industry is this: Is government support necessary to ensure that 
a Canadian periodical publishing industry will be able to continue 
to meet the needs of Canadian readers? If so, what kind of 
support? 


Clearly, before arriving at any conclusions to these questions, it is 
important to know more about the Canadian industry. The 
purpose of this chapter, then, is to provide some basic information 
on the economics of periodical publishing, its products, markets 
and the cost structure of its businesses. In this context, it is 
necessary to take a closer look at some specific information about 
the publishing industry in Canada. The chapter also reviews 
available information about the periodical publishing industry in 
the United States in order to view the Canadian industry from a 
comparative perspective. 


First, it is useful to be clear about the meaning of the terms under 
discussion. The Task Force was given a mandate to study the 
Canadian “magazine” industry, but Statistics Canada collects data 
on ‘periodicals’. In our report, we use these terms interchangeably 
to describe a publication that appears at regular intervals and 
contains articles, stories and sometimes illustrations. 


The Statistics Canada definition used in the Periodical Publishing 
Survey is “a medium of communication” that: 


+ is directed to the general public, or to consumers with special, 
personal, business, hobby or leisure interests, or to readers in 
specialized business, trade or professional markets; 


e is issued on a regular basis, more frequently than once a year, 
but not more than once a week; 


e has a name and some form of chronology on the cover; 


e is printed on newsprint, coated stock or some other grade of 
paper; is stapled, glued, folded or otherwise formed into a 
distinct package, and is produced in magazine, digest, tabloid, 
broadsheet or some other size; 
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e does not contain more than 70 per cent advertising; 


e is available to the public. 


Government periodicals are excluded by definition from the 
survey, as are newsletters, community newspapers, directories, 
flyers and catalogues. 


Statistics Canada data divide periodicals into six categories: general 
consumer, special interest consumer, business or trade, farm, 
religious and scholarly. 


General consumer magazines (e.g., Maclean’s, L’Actualité) are aimed 
at a general audience or a large portion of the market. Special 
interest consumer periodicals (e.g., Hockey News, Coup de pouce, 
Flare) are directed to specific groups. Business or trade periodicals 
(e.g., The Canadian Architect, Masthead, L’Automobile) deal with 
processing, manufacturing, management, sales or operations of 
industries or a specific industry, occupation or profession. They 
are published to interest and assist persons actively engaged in 
the field that they cover. Farm periodicals (e.g., Grainnews, Le 
Coopérateur agricole, Country Guide) deal with agriculture, including 
animal farming. Religious periodicals (e.g., The United Church 
Observer, L'Oratoire) are primarily concerned with religious matters. 
Scholarly periodicals (e.g., Actualité économique, Canadian Journal of 
Mathematics, Etudes internationales) present the results of research 
or advance knowledge in a specific field. 


A national edition of a periodical covers the entire national market. 
A regional edition is circulated only in a specific region, with 
advertising directed specifically to that region and possibly some 
editorial content tailored to the regional audience. 


Both Canadian and foreign magazines currently have regional 
editions in their respective home markets. This is a means of 
making their publications more attractive to a wider range of 
advertisers, enabling some advertisers to reach specific audiences 
at a lower total cost than placing a national ad. 


Canadian Living magazine, for instance, publishes a national edition 
in which advertising can be purchased to reach readers in all parts 
of the country. It also offers advertisers the possibility of purchas- 
ing advertising that will reach only, for example, British Columbia 
readers. This regional advertising may cost more per reader, but 
it is less expensive than purchasing space in the national edition, 
which reaches all Canadians, when only B.C. consumers are the 
target of the advertisement. 


Canadian editions of foreign periodicals treat Canada as a region 
of their own national market of the magazine. The editorial content 
of the Canadian edition is minimally, if at all, different from the 
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TWO STREAMS OF 
REVENUE 


editorial content of the foreign edition, but its advertising is 
purchased to reach a Canadian audience. The term “‘split-run” is 
often used in Canada to refer to such a Canadian regional edition, 
and has been used in this way throughout this report. 


Magazines have two basic clients, the reader and the advertiser; 
and two main streams of revenue, circulation and advertising. 
There is a fundamental symbiosis between these two elements, as 
the Report of the Royal Commission on Publications’ pointed out: 
“Behind all this is an important spiralling action, fundamental to 
periodical publishing: the larger a periodical’s circulation, the more 
advertising it can attract; the greater its advertising revenue, the 
more it can afford to spend on editorial content; the more it can 
spend on editorial, the better are its chances of obtaining more 
circulation.” 


This is a positive description of the spiralling action; the same 
interaction can produce negative results. The lower the advertising 
revenue, the less a magazine can afford to spend on editorial 
content; the less it spends on editorial content, the less likely it is 
to maintain circulation; and reduced circulation will make it less 
attractive to advertisers. 


This cycle is somewhat less pronounced for trade publications, as 
they generally have a predetermined circulation base. Nonetheless, 
there is still a clear connection between a trade magazine’s ability 
to attract advertising revenues and the quality and amount of 
editorial content that it can maintain. 


CIRCULATION REVENUE 


Circulation is crucial to advertisers and thus to advertising 
revenue. If it is paid circulation, it can represent an important part 
of magazine revenue. Circulation revenue accounted for $245.8 
million, or 29 per cent of the total revenue of Canadian magazines 
in 1991-1992. To put this in perspective, Canadian magazines have 
roughly a 25 per cent!” share of all circulation revenue earned in 
the Canadian market. 


Circulation revenue is the money that readers pay to purchase 
magazines. A reader’s decision on whether or not to buy a 
particular magazine is based on whether one magazine is worth 


8 The term “split-run’” is used in the United States to refer to the practice of running two 
different advertisements for the same product in the same issue to test for varying 
responses. 

* op. cit., page 28. 

10 Tt should be noted that it is difficult to establish exact market share of circulation revenue. 
This percentage is an approximation of the share of the consumer” dollar spent on 
magazines that accrues to Canadian publishers. 
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more to the reader than some other magazine. Selection is a 
complex process, based mainly on editorial content, design and 
price. Common sense would suggest that, all things being equal, 
the reader will be inclined to choose the magazine that, for an 
equivalent cover price, is thicker, has more editorial content and a 
stronger visual impact. 


Magazines can be sold on newsstands, through subscriptions or 
distributed at no cost to selected consumers. Consumers may be 
Canadian individuals, households, businesses, members of 
associations and other organizations. 


Newsstands 


For newsstand sales, the publisher or distributor arranges for 
copies to be shipped from the printer to a wholesaler who, in turn, 
delivers them to retail outlets. Copies not sold by the time of the 
next issue are returned by the retailer to the wholesaler for credit. 
The percentage of magazines sold (sell-through) varies consider- 
ably from one magazine to another and for particular issues of the 
same magazine. A sell-through rate of 60 per cent to 70 per cent is 
considered very good; 40 per cent to 45 per cent is the average. 
The retailer receives about 20 per cent of the cover price for issues 
sold. The wholesaler and distributor share 30 per cent, and the 
publisher receives about 50 per cent of gross sales. 


Canadian English-language publications face tough competition on 
newsstands; they account for only 18.5 per cent of English- 
language magazines distributed on newsstands, where space is 
dominated by foreign publications. Canadian French-language 
publications account for about 95 per cent of all single-copy or 
newsstand sales of French-language magazines in Canada. For 
Canadian magazines, approximately 10 per cent of English- 
language and 27 per cent of French-language magazines are sold 
on newsstands. By contrast, 89.3 per cent of all imported consumer 
magazines are destined for newsstands. 


Newsstand sales are an important source of potential magazine 
subscribers. The renewal rate after the first year for subscriptions 
based on coupons in newsstand copies is approximately 20 per 
cent higher than for subscriptions based on other means of 
attracting new readers. A stable subscription base attracts adver- 
tisers, as well as providing some stability in demand. 


Subscriptions 


Subscriptions are the main source of circulation revenue for 
most Canadian magazines. For every Canadian magazine sold 
on a newsstand in 1991-1992, approximately 7.5 were sold by 
subscription. 
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Subscriptions are either handled directly by the publisher or 
through a ‘‘fulfilment house”, which takes on the responsibility of 
distributing the magazines, updating mailing lists and sending out 
renewal notices. 


A large subscription base provides the publisher with stability, 
helps in scheduling production runs and is particularly important 
for cash flow, since most subscriptions are paid in advance or early 
in the subscription period. The subscription base also attracts 
advertisers, as advertisers in any medium are interested in 
knowing the number and characteristics of potential consumers 
that their advertisements will reach. 


The annual subscription rate is usually discounted from the cost of 
buying all issues at the newsstand cover price. Since the publisher 
is not giving up the distribution and retail margins, there is room 
for such a discount. At the same time, the publisher must factor in 
the costs of delivery, maintaining the mailing list and renewal 
(fulfilment) costs. 


Obtaining and retaining subscribers is an ongoing activity for most 
periodical publishers. Direct mail and coupons inserted in news- 
stand copies have been the most common means of soliciting 
subscribers. More and more larger magazines, however, are 
turning to other media, particularly television, to solicit subscrip- 
tions to their magazines. 


Other Means of Distribution 


Many magazines are distributed free to customers who make up 
a target group of particular interest to their advertisers. Called 
“controlled circulation”, this method of distribution is common for 
trade magazines serving specific industry segments. 


Controlled distribution can be achieved through insertion in a 
newspaper (e.g., TV Weekly), home delivery by flyer distributors, 
bulk delivery to retail outlets for placement in a stand or in a box 
on the street, or simply through the mail. 


About 72 per cent of all Canadian business/trade publications are 
distributed without cost to the reader. With virtually no circulation 
revenue, these magazines must rely almost entirely on advertising 
revenues. 


ADVERTISING REVENUE 


If readers are essential for magazines to prosper, so are the other 
major clients of the magazine, businesses and organizations that 
advertise their products and services. Advertising revenue is 
crucial to most magazines. It supports the cost of the editorial 
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THE COST STRUCTURE 


content and makes it possible for the publisher to provide the 
magazine at rates a reader can afford or, in some cases, provide 
the magazine at no cost to the reader. In 1991-1992, roughly 64 per 
cent of all revenue of Canadian magazines came from advertising 
revenue. 


Magazines are a particularly good medium for advertisers wishing 
to reach a specific market, defined by demographics, regional 
location, interest or income. The price of an advertisement is 
usually quoted per page, with variations for colour, placement and 
size. Larger magazines may offer to place the advertisement in a 
“regional” edition. If the advertiser wishes to target a particular 
region, this is a cheaper option, although the cost per thousand 
issues in circulation (CPM) may be higher than for a national 
advertisement. 


We will take a more detailed look at the advertising market for 
Canadian magazines in Chapter III. 


Magazine publishing, like other businesses that create or communi- 
cate information, has high costs for creating the original product 
and relatively low marginal reproduction costs. Software devel- 
opers, book publishers and movie producers are in the same 
position. The magazine publisher has the added challenge of 
providing a product on a regular basis. 


FIXED AND VARIABLE COSTS 


The costs associated with producing a magazine, as with other 
products, can be divided into fixed costs and variable costs. 
Variable costs for a magazine include advertising sales, marketing 
and promotion, production and printing, and distribution. Fixed 
costs are editorial, administration and fulfilment costs. 


The publisher has some control over fixed costs, although there are 
limits to reducing editorial costs. A magazine must produce 
enough editorial pages to maintain a healthy ratio of editorial to 
advertising pages, usually 40/60 or 50/50. If the number of 
advertising pages increases, then the publisher will produce more 
editorial pages to support it. If, on the other hand, the number of 
advertising pages drops, then the editorial pages can also be 
reduced to control costs. However, a magazine risks rejection by 
its readership, and thus a circulation drop, if its overall size and 
attractiveness is reduced too much (see note on newsstand sales 
earlier). This could force it to maintain editorial pages that are not 
supported by advertising revenue. 
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THE CIRCULATION BASE 


A larger circulation base means larger revenues, both from 
circulation and from advertising. As Table 1 shows, Canadian 
magazines have a significantly smaller circulation base compared 
to their competitors in the United States. 


TABLE 1 


Circulation per Issue, Canadian and U. S. Consumer Magazines 


Canada 
Top 10 
Top 25 37.5 


Newsstand 


(thousands) 


Subscription 
Canada WS: 


Combined 


UES: Canada WSS: 


2,540.2 10,288.3 567.5 11,436.8 
1,474.3 5,624.1 335.9 6,530.8 
937.6 3,507.2 194.3 4,132.7 


Note: The magazines in each group are not necessarily the same for newsstand, subscription and combined circulation; e.g., 
a top-selling magazine in subscription sales may not be a top-selling magazine on newsstands. 


Sources: Magazine Publishers of America 


Informetrica Ltd. 


A larger circulation permits publishers to spend a smaller percen- 
tage of total revenue on editorial content and other fixed expenses. 
Thus, they achieve larger profits or, alternatively, spend consider- 
ably more money on editorial content. 


If a publication does not have a circulation base large enough to 
generate an adequate volume of both circulation and advertising 
revenue, then it will have considerable difficulty in competing 
for readers. Either its per issue editorial costs will make it prohibi- 
tively expensive to the potential reader, or the reader will have to 
pay the same amount for a lower quality product. It will have a 
hard time to be “in the game”. The pro forma chart in Table 2 
provides a clearer picture of this phenomenon. 
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TABLE 2 
Pro Forma Costs of a Magazine 


Ds. EEE 
(number of copies) 


Circulation of: 1,000 10,000 100,000 1,000,000 10,000,000 
(dollars) 

Editorial Costs 50,000 50,000 50,000 50,000 50,000 

Printing Costs 1,000 10,000 100,000 1,000,000 10,000,000 
($1 per copy) 

Distribution Costs 250 2,500 25,000 250,000 2,500,000 
($0.25 per copy) 

Total Costs 51,250 62,500 175,000 1,300,000 12,550,000 

Average Cost per Copy $51.25 $6.25 $1575 $1.30 $1.255 


Source: Informetrica Ltd. 


To sum up, it is very difficult for a magazine to break even, let 
alone make a profit, if its circulation base is small. 


BUSINESS RISKS 


The diversity of the magazine industry suggests that there are 
enough niche markets to enable a wide variety of magazines to 
survive under very difficult conditions. This is not to say that the 
industry is immune to shocks, or that particular magazines are not 
in dire financial straits. Profit margins are tight, and both circula- 
tion and advertising revenues are sensitive to the business cycle. 
Some costs, such as paper, printing and postage, are not easily 
controlled. 


It is difficult for a consumer magazine to pass on costs that affect 
only that magazine because the market for magazines and 
advertising exhibits relatively high price elasticities. If a magazine 
Were to increase its prices by 10 per cent, for example, it could 
expect a fall in demand of more than 10 per cent, thus reducing its 
total revenue. 


Trade publications are closely linked to the prospects of the 
industry they serve. If that industry is expanding, then circulation 
will rise, and advertising interest will be high. New magazines 
may enter the market, leading to a higher rate of failure. Mature 
industries are more likely to have a stable number of magazines 
serving them. Declining industries may see the fallout of some of 
the associated trade magazines. 
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A CLOSER LOOK AT THE 
CANADIAN INDUSTRY 


The Canadian periodical publishing industry produces more than 
1400 magazines, and each magazine should be seen as a unique 
product. Periodicals target different readers, use varying methods 
of distribution, and may be regional or national in scope. They 
may be very narrow in their subject matter or may have broad- 
based editorial coverage. 


To provide useful information about this complex industry, and 
the role that advertising revenue plays in the cost structure of 
different publications, we have divided Canadian magazines into 
different categories, based on the composition of revenue, and then 
further classified them by language. 


TYPES OF MAGAZINES 


The first division is between those magazines that are ““member- 
ship-based”, i.e., that derive at least 10 per cent of their revenues 
from association membership fees, and those that are ‘’non- 
membership”, i.e., that derive less than 10 per cent of total revenue 
from membership fees. In other words, this latter group of 
magazines is truly in the marketplace. 


The non-membership group was further divided into three subsets, 
based on advertising revenue. This resulted in four descriptive 
groups: 


¢ Group I, comprising magazines that derive 90 per cent or 
more of their revenue from advertising. This group includes 
many business magazines and some consumer magazines; 


e Group II, comprising magazines that derive their revenue 
more or less evenly from both streams, advertising and 
circulation; 


+ Group III, comprising magazines that derive less than 10 per 
cent of their revenue from advertising; and 


¢ Group IV, comprising magazines that derive at least 10 per 
cent of their revenue from membership fees. 


Group I is dominated by controlled circulation; Group II by 
subscription-based circulation and the largest share of newsstand 
sales; and Group III, which is mainly composed of religious and 
scholarly publications, is largely based on subscriptions with 
limited newsstand sales and controlled circulation. Group IV 
magazines derive a significant portion of their revenues from 
membership fees. 


In addition, the research looked at each of these groups of 
magazines by language of publications: English-, French-, and 
Other-language (including bilingual) magazines. 
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Statistics Canada divides periodicals into six categories, based on 
the magazine publishers’ self-classification: general consumer, 
special interest consumer, business/trade, farm, religious and 
scholarly. 


A comparison of Groups I-IV with Statistics Canada’s six cate- 
gories (Table 3) suggests some interesting observations. Each group 
typically includes magazines from every Statistics Canada category. 
General and special interest consumer periodicals are spread across 
Groups I, II and III; business and trade periodicals are largely 
concentrated in Group I, and religious and scholarly in Group III. 
Group IV is primarily made up of special interest consumer and 
scholarly magazines. 


TABLE 3 


Canadian Periodicals by Subject Matter, 1991 


(Units) 
Special Business 
General Interest or Farm Religious Scholarly Total 
Consumer Consumer Trade 

Non-membership 162 364 997% 60 183 181 1307 
Group | 45 95 233 30 3 10 416 
Group II 69 168 101 28 27 26 419 
Group III 48 101 23 2 158 145 472 

Membership 
Group IV 5 43 26 4 8 47 133 
Total 167 407 383 64 191 228 1440 


Source: Informetrica Ltd. 


Of the 1,440 periodicals published in Canada in 1991, roughly 60 
per cent (857) were in English; 22 per cent (313) in French and 19 
per cent (270) in other languages (including bilingual). English- 
language magazines earned about 70 per cent, French-language 
magazines 21 per cent, and Other-language (including bilingual) 
9 per cent of total revenues. 


REVENUES, PROFIT AND LOSS 


The Canadian industry exhibited very volatile revenue patterns in 
different categories over the years 1987 to 1991, with substantial 
gains in some years (as much as 60 per cent in French-language 
Group I magazines in 1988) and significant losses (as high as 24 
per cent in English-language Group IV magazines in 1990) in 
others. 
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Overall, the total revenue that publishers received for each 
magazine sold peaked in 1989 at $1.70 and decreased each year 
thereafter until 1991, when revenue per unit of circulation was 
$1.61. The various subcategories once again showed considerable 
volatility. 


Table 4 sets out the estimated total revenues of Canadian period- 
icals from 1987 to 1991. For each year, advertising revenue is by far 
the most important revenue stream for Canadian magazines, 
accounting for between 63 per cent and 65 per cent of revenues. 


TABLE 4 
Estimates* of the Total Revenue of Pediodicals, 1987-1988 to 1991-1992 


1988-1989 1989-1990 1990-1991 


$000,000 


Source of Revenue 1987-1988 1991-1992 


$000,000 % $000,000 % 


Subscriptions Sales 164.3 et 195.2 186.4 22 
Single-copy Sales 62.2 8 63.2 59.4 ii 
Advertising Sales 484.4 63 545.7 541.2 64 
All other Types of 

Revenue 63.9 8 58 59.4 7 


Total Revenue 774.05 862.1 100 


* This table includes an estimate for periodicals that did not respond to the survey. 


Source: Statistics Canada 


Tables 5, 6 and 7 break this information down into more detail, 
according to the different types of magazines. For Group I, or 
controlled circulation magazines, advertising accounts for more 
than 96 per cent of all revenue for each language group. Adver- 
tising revenue plays a crucial role in the income for Group II, 
largely consumer, periodicals. It accounts for 56.1 per cent of 
revenues for English-language, 52.6 per cent for French-language, 
and 58.9 per cent of revenue for Other-language (including 
bilingual) periodicals. Group III, by definition, gets less than 10 per 
cent of its revenues from advertising. These are mostly religious 
and scholarly publications where advertising plays a very small 
role in the revenue picture. 


Over all types of magazines, advertising accounts for 67.6 per cent 
of the revenues earned by English-language periodicals, 51.3 per 
cent for French-language and 64.5 per cent for Other-language 
(including bilingual) periodicals. 
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TABLE 5 
English-language Magazines, Revenue and Circulation, 1991 
1 
Group | Group II Group III Group IV Total 
Number of Periodicals 309 275 216 57 857 
RU RC RÉ ee 
Total Revenue 100.0 100.0 100.0 100.0 100.0 


(Percentage of Total Revenue) 


Advertising Revenue 97.0 56.1 1.8 26.6 67.6 
Single-copy Sales Revenue 0.3 8.2 3.7 ies) 5.0 
Subscription Sales Revenue 1.4 31.6 61.0 8.7 21.6 
Grants 0.0 0.3 8.3 Wad 0.6 
Other Revenue ile} 3.8 292 62.0 5 
a a ee eee 
Total Circulation per Issue 100.0 100.0 100.0 100.0 100.0 
(Percentage of Total Circulation) 
Newsstand 0.9 9:5 2 2.8 52 
Subscription 8.2 72.8 69.9 79.0 47.0 
Other 85.2 7x 27.9 18.2 45.5 
Unallocated 577 0.0 0.1 0.1 2.8 


Note: Totals may not add to 100.0 due to rounding. 


Source: Informetrica Ltd. 


TABLE 6 
French-language Magazines, Revenue and Circulation, 1991 


Group | Group II Group III Group IV Total 
Number of Periodicals 64 90 138 21 813 
Total Revenue 100.0 100.0 100.0 100.0 100.0 
(Percentage of Total Revenue) 
Advertising Revenue 97.8 52.6 oul 34.9 Silks 
Single-copy Sales Revenue 0.1 19.0 24.3 0.5 16.5 
Subscription Sales Revenue 125 24.6 55.1 6.6 2515 
Grants 0.0 ke 5.6 12 1.8 
Other Revenue 0.6 Ps 11.9 56.8 4.9 
RER RE ee ee ee De Ce 
Total Circulation per Issue 100.0 100.0 100.0 100.0 100.0 
(Percentage of Total Circulation) 
Newsstand 0.1 26.9 16.8} 0.5 16.0 
Subscription 5:5 62.2 71.0 87.2 54.9 
Other 94.3 10.9 15.6 1251 29.0 
Unallocated 0.1 0.1 0.2 0.2 0.1 


A SSS SSS SSS SSS SSS 


Note: Totals may not add to 100.0 due to rounding. 
Source: Informetrica Ltd. 


Chapter Il — The Economics of Periodical Publishing 19 


TS TE DR os a Sl ARG ip I 


TABLE 7 
Other-language Magazines, Revenue and Circulation, 1991 


Group | Group Il Group III Group IV Total 
Number of Periodicals 43 54 118 55 270 
Total Revenue 100.0 100.0 100.0 100.0 100.0 
(Percentage of Total Revenue) 
Advertising Revenue 96.3 58.9 0.9 24.2 64.5 
Single-copy Sales Revenue 0.0 272 1.9 0.3 1.0 
Subscription Sales Revenue 1.8 29.7 40.8 17.9 1722. 
Grants 0.0 2.8 17.4 7e 4.1 
Other Revenue 1.8 6.4 39.0 50.3 182 
Total Circulation per Issue 100.0 100.0 100.0 100.0 100.0 
(Percentage of Total Circulation) 
Newsstand 0.0 2.0 2:93 11) 0.9 
Subscription 14.5 83.3 46.1 86.6 42.5 
Other 82.1 14.7 51.4 Halts) 54.7 
Unallocated 3.4 0.1 0.2 0.2 1.9 


Note: Totals may not add to 100.0 due to rounding. 
Source: Informetrica Ltd. 


It is clear from Tables 5, 6 and 7 that for all language groups, 
advertising revenues account for virtually all revenues for the 
Group I magazines. Group II magazines in each language group 
relies on advertising for over half its revenues. 


CORPORATE CONCENTRATION 


The largest 12 publishers in Canada accounted for 148, or roughly 
10 per cent, of the 1,440 titles published in 1991. They employed 
1,257 full-time staff, or approximately 30 per cent of all full-time 
employees in the industry. At the same time, they received 51 per 
cent of all revenue earned by the industry in 1991, and achieved 
an operating profit of 4.67 per cent compared to the industry 
average of 2.36 per cent. 


The largest 12 publishers spend more than twice as much as the 
rest of the industry on marketing and promotion, and on adver- 
tising. This relatively larger spending on these categories suggests 
a lesser proportion spent elsewhere. In particular, for the largest 
12, administration and general expenses represent less than half 
the share allocated by the rest of the industry. This may imply that 
economies of scale can be achieved in this cost category. 


The rest of the industry, as a group, is not profitable. In 1988, the 
aggregate operating losses of all magazines not published by the 
largest 12 publishers were $8 million. By 1991, this same group 
had aggregate operating losses of $300,000. 
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PROFITABILITY 


Our research brought out a wealth of detail about the performance 
of various segments of the magazine publishing industry in 
Canada. Looking to the bottom line, English-language and French- 
language Canadian magazines experienced declining operating 
profits from 1987 through 1991: from 5.2 per cent to 2.6 per cent 
for English-language publications and from 8.0 per cent to 2.7 per 
cent for French-language ones. Other-language (including bilin- 
gual) magazines improved their operating profit (loss) position 
from —2.3 per cent to -0.6 per cent. 


Profitability levels vary considerably in the Canadian magazine 
industry. About half of the magazines make an operating profit, 
and half do not (see Table 8). By comparison, for all firms in the 
Canadian economy, 69.5 per cent were profitable in 1987, the latest 
year for which a Statistics Canada estimate is available. 


Operating profit is the pre-tax profit of a magazine. It excludes all 
revenue not related to the operations of a magazine as well as 
interest costs, depreciation of capital equipment or amortization of 
other capital costs. 


Profitable magazines tend to be clustered in the 0 per cent to 9 per 
cent range, but, for most types of magazines, there is a significant 
number with a profit rate greater than 10 per cent. Similarly, for 
unprofitable magazines, most magazines in all groups clustered in 
the -1 per cent to —-10 per cent range. 


A word of caution when considering these operating profit rates: 
the focus here is on magazines, rather than on firms or enterprises. 
It is possible for a firm to have a number of magazines, some of 
which are profitable and some of which are not. The firm could 
still, in aggregate, be in a profit position, even though some of its 
magazines were not. 
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TABLE 8 
Distribution of Magazines by Operating Profit Rate, 1991 


Operating Percentage Average Percentage 
Profit No. of Percentage of (Total>0) 
Category Total Return* or (Total<0) 


<—50% 
—50% to -26% 106 8.1 ES 
—25% tp —-11% 160 12.2 25.6 
—10% to -1% 216 16.5 34.5 
626 47.9 —30.2 100.0 

—16.8 

0% to 9% 365 27.9 53.6 
10% to 19% 150 Wes 22.0 
20% to 29% 65 5.0 ChS 


30% + 


* 


Numbers in bold are calculated by taking the midpoint of each range as the average for the range. The average of 
the open-ended classes is 1.5 times the lower limit of the class. 


The unbolded numbers are calculated by a similar method, with the exception that the observations in the two open- 
ended classes have been dropped. 


Note: Totals may not add to 100.0 due to rounding. 


Source: Informetrica Ltd. 


A COMPARATIVE An analysis of the economics of Canadian magazine publishing 
PERSPECTIVE: THE ee oe oe oe without some reference to the ss aastied 
outside Canada for a comparative perspective, since foreign 
MAGAZINE INDUSTRY magazines dominate the ah RUE THEY account for 814 
IN THE UNITED STATES per cent of all newsstand circulation, and slightly more than half 
(50.4 per cent) of the entire circulation of English-language 
consumer magazines in Canada. Clearly, foreign magazines are 

widely available in Canada. 


Statistical information on the periodical publishing industry in 
other countries is not as readily available as it is for the Canadian 
industry. The following information about the industry in the 
United States was the most accessible to the Task Force. It was 
gathered from various sources used in the course of our research 
and, in our opinion, provides a useful standard of comparison for 
the Canadian industry. 


In 1993, the magazine industry in the United States was expected 
to earn revenues of $22.7 billion. This is a $5.4 billion (31 per cent) 
increase over the industry’s 1987 results, but it represents a 
decrease in real terms (accounting for inflation). By contrast, in 
1991-1992, the entire Canadian periodical publishing industry 
earned revenues of $846.4 million. 
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The value of magazine exports from the United States exceeded 
$800 million in 1992-1993, 78 per cent of which came to Canada. 
The value of Canadian magazine exports was $22 million in 1991; 
78 per cent of all exports and 85 per cent of English-language 
exports went to the United States. 


The United States Department of Commerce reports that there 
were more than 11,000 periodicals published in 1991 (other sources 
suggest as many as 15,000). In 1991-1992, Canada produced 1,440 
periodicals, which serve three different markets: English-language, 
French-language and other heritage languages. In that year, for 
example, there were 857 English-language, 313 French-language, 
230 bilingual and 40 other-language magazines. 


CORPORATE CONCENTRATION 


Publishers of multiple magazines produce about 30 per cent of 
the periodicals in the United States. In Canada, 496 magazines, or 
34 per cent, are produced by multimagazine publishers. 


The top four publishers in the United States account for 20 per 
cent of the industry revenue, the top 20 firms for about 50 per 
cent. In Canada, the top four publishers account for close to 40 per 
cent of the industry revenue, and the top 12 for approximately 
50 per cent. 


CIRCULATION 


In the United States, 84 consumer magazines have a circulation 
greater than one million; 220 have a circulation over 300,000 and 
226 have a circulation between 50,000 and 300,000." 


By contrast, only one consumer magazine in Canada, Reader's 
Digest, has a circulation exceeding one million (1,266,518); 14 have 
a circulation over 300,000; and only 40 magazines have a circula- 
tion between 50,000 and 300,000. 


REVENUES, COST STRUCTURE AND PROFITABILITY 


The difference in circulation just cited and as set out in Table 1 
explains the main difference in profitability between the American 
and the Canadian industries, as it underlines the quite different 
scale of operations that exists between the Canadian and American 
magazine industries. Although the Canadian revenue structure is 
similar to that of the American publishers, total revenue in 


" Based on data for paid-circulation magazines, Audit Bureau of Circulation, December 
1992. 
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absolute dollar terms is significantly different. Higher circulation 
results in both higher circulation revenues and higher advertising 
revenues flowing to American magazines. 


The revenue and expense structure for consumer magazines in 


Canada and the United States is very similar, as Table 9 demon- 
strates. 


TABLE 9 


Canadian and U. S. Consumer Magazines, Revenues and Expenses, 1991 
Sena eile bbe Bet BE Te PR a ee Ce a et OUR à RER le 


Number of Periodicals 


Revenues 


Advertising 
Subscription 
Single-copy Sales 
Total Revenues 


Expenses 


Advertising 

Marketing and Promotion 
Fulfilment Costs 

Editorial 

Production and Printing 
Distribution 

Administration and Genera 
Total Expenses 


[= 


Operating Profit Before Taxes 


Canada OPS. 

Group II* Largest 4 Largest 12 
2110 78 148 190 

(Percentage of Total Revenues) 
58.55 57.67 63.77 5587 
32.94 30.96 25.30 35.99 
8.51 187 10.93 8.64 
100.00 100.00 100.00 100.00 
10.05 11.45 11.63 11.38 
11.20 12.46 10.05 12.16 
3.70 3.20 3.47 2.69 
15.07 USE 14.46 11.24 
Sore 01:05 34.18 27.84 
OW 6.74 6.16 9.86 
17415 13.84 15.38 12.76 
97.45 94.45 95.33 87.93 
2.55 5.55 4.67 12.07 


* English Group II (consumer) magazines 
** Includes Other Postage Costs and Other Operational Expenses. 


Sources: Magazine Publishers of America and Statistics Canada 


Informetrica Ltd. 


The main differences are in the percentage of revenue allocated to 
the fixed cost of editorial (3 to 4.5 per cent lower in the United 
States) and to production and printing (3 to 6 per cent lower in the 
United States), which likely reflects economies of scale in printing 
costs. The costs for administration and general expenses are also 
lower (1 to 4 per cent) in the United States. These items alone 
account for much of the difference in profitability between the 
industries in the two countries; and that difference is considerable. 
In 1991, the average profitability of Group II, general consumer, 
magazines in Canada was 2.55 per cent; the profitability of 
Canada’s largest four publishers was 5.55 per cent; and the profit 


24 


Chapter Il — The Economics of Periodical Publishing 


—————————————————— 


of the American consumer magazines was 12.07 per cent. There 
was a difference of almost 10 per cent between the average 
profitability of Canadian consumer magazines and the average 
profitability of American consumer magazines. 


These figures also show that advertising revenue is proportionately 
more important for the Canadian than for the American industry. 
Advertising revenue accounts for 58.55 per cent of all revenue for 
Canadian consumer magazines, 57.67 per cent of revenue for the 
largest four Canadian publishers, and 63.77 per cent for the largest 
12 Canadian publishers. In each case, it accounts for a larger per- 
centage of revenue than for the American consumer magazines. 


A comparison of the allocation of expenses to different areas in 
the two industries demonstrates that the Canadian industry is 
operating overall as efficiently as the industry in the United States. 
Table 10 shows that the distribution of fixed costs in the Canadian 
industry is parallel in all respects to the distribution of fixed costs 
in the American industry; i.e., roughly the same percentage of 
expenditures is allocated to fulfilment, editorial and overhead. 


TABLE 10 


Canadian and U. S. Consumer Magazines, Circulation and Expenses, 1991 


Number of Periodicals 


xx 


Circulation per Issue 
Newsstand 
Subscription 

Total 


Expenses 


Variable Costs 
Advertising 

Marketing and Promotion 
Production and Printing 
Distribution 


Fixed Costs 

Fulfilment Costs 

Editorial 

Administration and General*** 


Total Costs 


Canada USE 
Group II* Largest 4__ Largest 12 
275 78 190 
4,484 36,304 123,613 
34,512 Voor 515,548 


38,996 111,875 639,161 
Share Share Share Share Share Share Share Share 


of Group of Total |of Group of Total [of Group of Total [of Group of Total 


% % % % 

100.00 63.14 100.00 69.64 
16.33 10.31 18.58 12.94 
18.20 11.49 19.86 13.83 
53.98 34.09 45.46 31.66 
11.49 7.26 16.10 ale 
100.00 36.86 100.00 30.36 
10.30 3.80 10.08 3.06 
41.95 15.46 42.11 12.78 
47.75 17.60 47.81 14.51 
100.00 100.00 


at English Group Il (consumer) magazines. Largest 4=4 largest publishers. Largest 12=12 largest publishers. 
U. S. circulation per issue is based on a sample of 568 magazines. 
* Includes Other Postage Costs and Other Operational Expenses. 


Note: Totals may not add to 100.0 due to rounding. 
Source: Magazine Publishers of America and Statistics Canada 


Prepared by Informetrica Ltd. 
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Table 10 also shows that American magazines spend a smaller 
proportion of their overall budget on fixed costs (30.36 per cent 
compared to 36.86 per cent for the Canadian magazines). Higher 
average circulation means that the fixed cost per copy is lower, 
thus representing a smaller proportion of the overall expenditures. 
In the United States, distribution accounts for a larger share of 
variable costs, with a significantly smaller share for production and 
printing. This suggests that there are economies of scale present in 
having larger print runs per issue. 


Finally, a comparison of wages paid in the two countries for 
similar types of work revealed that the Canadian industry is 
paying extremely competitive rates for all types of work. The wage 
rates in Table 11 are before-tax wages, but they do not include any 
fringe benefits. 


In general, the aggregate industrial wage was 27 per cent higher 
in Canada. This is clearly not the case in the magazine industry, 
where, in all but two categories, the Canadian salary is substan- 
tially lower than the American salary for the same position. Since 
wages account for a large percentage of costs in any category, this 
is an important factor in considering the overall cost structures of 
the two industries. 
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TABLE 11 


Magazine Industry Wage Rates, Canada and United States, 1992 


Business Magazines Consumer Magazines 


Wage Rate Index Wage Rate Index 
(Canadian $ per year) (U.S. = 100) | (Canadian $ per year) (U.S. = 100) 


Aggregate Industrial Wage 


Canada 29,090 127 29,090 124 
WSS: 22,922 100 22,922 100 
Editor 

Canada 43,039 73 43,008 84 
Ontario 44,756 76 48,327 94 
U.S. 58,817 100 51,262 100 
Editorial Director 

Canada 58,795 76 53,836 71 
Ontario 57,614 74 76,504 101 
Publisher 

Canada 50,578 65 40,235 53 
Ontario 50,176 65 48,169 64 
Editorial Management 

U.S. 77,740 100 75,701 100 
Managing Editor 

Canada 33,792 68 33,718 69 
Ontario 33,470 68 38,607 78 
U. S. 49 543 100 49,197 100 
Senior Editor 

Canada 40,073 76 35,702 73 
Ontario 41,369 75 42,502 86 
UES: 55,153 100 49,193 100 
Art Director 

Canada 34,002 67 27,273 52 
Ontario 40,613 80 31,641 60 
UZS: 51,054 100 52,954 100 
Ad Sales Director 

Canada 68,239 62 48,169 45 
Ontario 63,258 57 51,853 48 
U.S. 110,635 100 107,333 100 
Ad Sales Person 

Canada 61,983 92 54,191 101 
Ontario 61,864 92 57,884 107 
U.S. 67,231 100 53,872 100 
Notes: 


Canadian figures, based on a 1989 survey by Masthead magazine, have been escalated to 1992 levels using growth in the 
average wage rate for printing and publishing industries. 

U. S. figures have been converted into Canadian dollars using an average exchange rate of $1.21. 

Sources: 


Folio: The Magazine for Magazine Management (U. S.) and Masthead: The Magazine About Magazines (Canada). 
U. S. Dept. of Commerce, Survey of Current Business, March 1993 and Informetrica Limited estimates. 


Prepared by Informetrica Ltd. 
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CONCLUSION 


On the basis of the briefs the Task Force received, meetings with 
representatives of the publishing and advertising industries from 
Halifax to Vancouver, and our research studies, we have reached 
the following conclusions: 


e In the years since the two current policy instruments were first put in 
place following the O'Leary Commission recommendations, Canadian 
periodical publishing has grown to serve a very wide range of 
Canadian interests and information needs. The industry produces 
1,440 magazines a year, with editorial pages containing ideas and 
information that are the page equivalent of 2,500 books per year; 


¢ While editorially rich and diverse, the Canadian industry is not on a 
strong economic footing. In 1991, more than half of Canadian maga- 
zines had no operating profit, and the average operating profit for the 
industry as a whole was only 2.36 per cent. English-language and 
French-language magazines experienced declining operating profits 
from 1987 through 1991: from 5.2 per cent to 2.6 per cent for the 
former and from 8.0 per cent to 2.7 per cent for the latter; 


¢ There is nothing in our research that would lead us to believe that 
policy measures currently in place have made the Canadian industry 
any less efficient or profit-conscious than its foreign counterpart; and 


e Since the Canadian market is smaller overall, and comprises two major 
language markets, the potential circulation base of Canadian publica- 
tions will always be much smaller than the American one. 
Consequently, the amount of money available from circulation revenue 
will always be much lower in Canada than in the United States. 
Indeed, American magazines earn more circulation revenue in Canada 
than Canadian magazines. . 


In studying the economic state of the industry, it is clear that there 
is an essential connection among circulation, advertising revenue 
and editorial content: the larger the circulation, the more adver- 
tising a magazine can attract; the greater the advertising revenue, 
the more it can afford to spend on editorial content; and the more 
it spends, the more likely it will be attractive to readers, with the 
result that the circulation will grow. This spiral can also work the 
other way. Decreasing any element will decrease the other 
elements also. 


This emphasizes the importance of advertising revenue to the total 
revenue mix for Canadian periodicals, and explains why the role 
of advertising is so crucial for Canadian publishers. The next 
chapter provides a detailed examination of the Canadian adver- 
tising market for magazines. 


ny 


af 


ton +5) eii* ae 


Vid bend ens fs Ob 


| de = > Rn we J) 
+ | 7 . 
| b4 is ela = « 
te i 


A 


29 


ERP PES ER ET NT GE EL IIT I 


INTRODUCTION 


ADVERTISING 
EXPENDITURES 
OVER TIME 


M CHAPTER il 


ADVERTISING REVENUES FOR CANADIAN 
PERIODICALS: A LIMITED RESOURCE 


Very few periodical publishers can cover their costs, let alone make 
a profit, solely with circulation revenue. Advertising revenue 
supports the editorial content and allows the magazine to be 
provided at lower cost (or no cost) to readers. Additional pages of 
advertising can be the difference between profit and loss for a 
magazine. An adequate advertising income is essential, therefore, 
to the economic foundations of periodical publishing. 


Without a healthy industry, Canada’s policy objective of ensuring 
that Canadians have access to Canadian ideas and information 
through Canadian periodicals cannot be met. Canadian periodical 
publishers must have adequate access to the advertising revenues 
available in the Canadian market. Policy instruments in place since 
1965 are designed to achieve that purpose, by encouraging 
magazine advertisers to reach Canadian consumers through 
Canadian magazines and periodicals. Advertising revenues are just 
as important to the periodical industry today as they were 30 years 
ago, when the current legislative measures were adopted. 


This chapter examines the pattern of advertising expenditures 
flowing to all Canadian media and to Canadian periodicals over 
the past 30 years. As in the previous chapter, it takes the United 
States as an example of foreign periodical publishing, comparing 
the relative share of the advertising market in the United States 
held by American periodical publishers and the corresponding 
market share for Canadian publishers in Canada. The chapter goes 
on to identify trends in advertising, with a view to understanding 
the likely flow of advertising revenues to the Canadian magazine 
industry in the future. 


It has been argued that increasing the number of magazines 
available in the Canadian advertising market would simply 
increase the amount of money spent in magazines to reach 
Canadian consumers, and pose no threat to the Canadian industry. 
In this chapter, we explore the plausibility of such a claim. 


Our research shows that the increase in periodical advertising 
revenue since 1963 is less than the increase registered by the other 
media. From 1963 to 1992, advertising expenditures in the major 
media increased overall. The largest growth was in television, 
which increased from $70 million to $1,736 million. Newspaper 
advertising increased from $187 million to $1,910 million in 
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this period, and the value of radio advertising increased from 
$59 million to $745 million. Magazines experienced the smallest 
dollar increase, from $67 million to $569 million. 


TABLE 12 


Share of Advertising, Including All Canadian Media 


(Percentage of Total) 


ies} as) lee ee) arr 


1973 1975 1977, NT ET IN COIN CT CET CT RER) 


1991 
1964 1966 1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 


—a— TELEVISION 


—&- GENERAL MAGAZINES 


Source: TVBureau 


—@ NEWSPAPERS —#— RADIO 


—6-— BUSINESS MAGAZINES —A- YELLOW PAGES 


Television and yellow pages experienced the greatest growth in 
market share of advertising for all media over the 1963 to 1992 
period. Television increased from 12.43 per cent of the market to 
20.93 per cent. The yellow pages increased market share from 3.91 
to 10.39 per cent. Newspapers were the largest losers of market 
share, dropping from 33.21 per cent to 23.03 per cent. 


ADVERTISING REVENUE TO MAGAZINES 


Magazines have experienced more annual declines in advertising 
dollars than any other medium in Canada. Along with this 
volatility, there is a generally positive or neutral trend in adver- 
tising volume for all magazine categories from 1963 onward. In 
constant dollars, accounting for inflation, total media advertising 
expenditures increased 183 per cent during the 30-year period. 
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Advertising revenues increased 200 per cent in general magazines, 
36 per cent in business/trade magazines, 763 per cent in religious 
and scholarly magazines, and decreased by 17 per cent in farm 
publications. 


The general rise in advertising volume, however, peaked in the 
1981 to 1984 period, depending on the magazine category. Since 
that time, the trend in real terms for all categories of magazines is 
downward or, at best, flat. The magnitude of growth and decline 
differs among different types of magazines, but the pattern of 
movement is similar. 


Through the period from 1963 to 1992, real increases in advertising 
volume were not enough to maintain the percentage of the overall 
advertising market held by periodicals. 


The share of advertising expenditures going to general magazines 
increased from 3.0 to 3.2 per cent in that 30-year period, although 
they peaked in 1984 at 4.99 per cent. Business and trade maga- 
zines, on the other hand, lost a considerable market share, falling 
from 4.4 per cent in 1963 to 2.1 per cent in 1992. Religious and 
scholarly periodicals increased their share from 0.36 per cent to 
1.06 per cent, while farm publications fell from 1.07 per cent to 
0.3 per cent. 


THE PICTURE IN 1992 


To put these advertising revenues in perspective, the total 
Canadian advertising pool was $8.295 billion. The total for the 
different advertising vehicles was: magazines, $569 million (6.8 per 
cent); radio, $745 million (9 per cent); yellow pages, $862 million 
(10.4 per cent); television, $1.736 billion (20.9 per cent); direct mail 
and catalogues, $1.82 billion (21.9 per cent); and newspapers 
$1.9 billion (22.9 per cent). 


MARKET SHARE: A CROSS-COUNTRY COMPARISON 


Differences in the statistical database make cross-country compari- 
sons difficult and somewhat questionable. Nonetheless, a brief look 
at the advertising market in the United States is an informative 
point of comparison. It would appear from Table 13 that, although 
American periodicals have a share of the total advertising market 
in the United States that is larger than the share that Canadian 
magazines have of the total market in Canada, the trend line is 
similar. 
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TABLE 13 


Magazines’ Share of Total Advertising Revenue, Canada and United States 


(Percentage of Total) 


1985 1986 


Source: TVBureau 


Prepared by C. Leigh Anderson 


1987 1988 1989 1990 1991 1992 


US: —@— CANADA 


Yearly percentage changes follow a similar pattern in the two 
countries, reflecting the general economic situation, although the 
advertising flow to Canadian magazines is somewhat more 
volatile. The industries in both countries recorded declines in 1991 
and increases in 1992, for example, but the Canadian industry’s 
share fell more sharply than that of its American counterpart, and 
its recovery is more modest. This is largely because the current 
recession has been deeper in Canada. 


The precise difference in home market share of advertising 
expenditures between American and Canadian periodicals is 
difficult to measure. One thing is clear: periodicals in Canada will 
always have a somewhat lower market share than periodicals in 
the United States because cf the following three factors: 


e United States law permits, and Canadian law prohibits, tobacco 
advertising in magazines. Cigarette and tobacco advertising 
constitutes the tenth largest source of advertising revenue in 
American magazines; ? 


Advertising Age, July 9, 1993. (Advertising Age is a weekly American trade publication, 
which specializes in the marketing sector.) 


Chapter III — Advertising Revenues for Canadian Periodicals: A Limited Resource 33 


a —————————— 


TRENDS ANALYSIS 


Newspapers are an alternative for magazines in Canada more so 
than in the United States. With relatively few placements in 
Canadian newspapers, an advertiser can reach a large propor- 
tion of the Canadian public. The same is not true in the United 
States, where an advertiser would have to buy space in hun- 
dreds of newspapers to achieve the same degree of market 
penetration; 


° Overflow advertising from foreign magazines circulating in 
Canada could reduce the amount of advertising placed in 
Canadian periodicals to reach Canadian consumers. The 
question of overflow, or spill-over, advertising is dealt with at 
greater length in Chapter IV. 


In other words, the market share trend in the two countries is 
similar. However, the percentage change in magazine advertising 
revenues flowing to magazines is more volatile in Canada; that is, 
the fluctuation from year to year is greater. 


It follows that, if American magazines are capturing the largest 
possible share of their domestic advertising market, then Canadian 
magazines are also very close to achieving the maximum market 
share possible in the Canadian advertising market. 


On the basis of these historical trends in market share, it is clear 
that other media are capturing more market share than magazines. 
The most optimistic picture for the Canadian magazine industry 
would be that its share of advertising revenues is likely to remain 
relatively flat over the next few years. 


There are, however, a number of other factors that affect the flow 
of advertising to Canadian periodicals. Among these additional 
considerations are: policy changes, the impact of the recession, 
changes in technology and new approaches to advertising, and the 
reported centralization of decision making by some multinational 
companies. 


POLICY CHANGES 


Changes in government policy in a number of areas might be 
expected to have an impact, either directly or indirectly, on the 
advertising market for Canadian magazines. Our research looked 
at amendments to the Income Tax Act in 1965 and in 1976; the 
introduction of Customs Tariff Code 9958 in 1965; the bans on 
tobacco and restrictions on alcohol advertising in magazines in 
1989; the Canada-United States Free Trade Agreement of 1989; and 
the Goods and Services Tax, introduced in 1991. 
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Since the introduction of Tariff Code 9958 and the provisions of 
section 19 of the Income Tax Act there has been a significant 
increase in the number and range of Canadian magazines available 
to Canadians. In 1959, before the introduction in 1965 of Tariff 
Code 9958 and the provisions of section 19 of the Income Tax Act, 
Canadian magazines accounted for 23.3 per cent of the magazines 
circulated in Canada; this increased to 29.9 per cent in 1971, and 
to 39.4 per cent by 1981. By 1992, Canadian magazines accounted 
for 67.6 per cent of the magazines circulated in Canada. 


From the available data, however, it is difficult to pinpoint the 
precise effect of these different policy changes on advertising 
revenue. The significant exception to this is the 1976 amendment 
to the Income Tax Act, which removed all exceptions to the 
measure. This coincided with a dramatic increase in Canadian 
magazine advertising revenue, particularly for general consumer 
magazines (see Table 14). 


TABLE 14 


Advertising Volume, Canadian Periodicals 


(Millions of Constant Dollars) 


1963 1965 1967 1969 1971 
1964 1966 1968 1970 


1973) 1975" 1977 1979" 1981 19835 1985) 1987 5 
1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 


—#— GENERAL MAGAZINES —@ BUSINESS MAGAZINES —#— OTHER PRINT 


Note: Other Print category includes religious, scholarly, farm and weekend magazines. 


Source: TVBureau 
Prepared by C. Leigh Anderson 
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Government policies affecting only one of the media often alter the 
competitive positions of all media. A recent example is the Quebec 
government's decision to allow the billboard advertising of liquor 
in 1992. With advertising budgets holding fairly constant in recent 
times, any move by distillers toward outdoor advertising will 
almost certainly mean a transfer of funds from their magazine 
advertising campaigns. 


THE IMPACT OF THE RECESSION 


The Immediate Impact 


More than any other factor, the health of the economy appears to 
influence the volume of magazine advertising income. Volumes 
declined with the recessions of 1981-1982 and 1990-1991, and 
expanded with the economic recovery of 1983-1984. 


A recession affects advertising revenue in two ways. First, it 
decreases sales, and therefore advertisers’ budgets linked to 
sales. Most advertisers confirmed that they observe fairly strict 
advertising-to-sales ratios. 


Secondly, in times of recession, magazines are considered by many 
consumers to be a luxury item. Since most households already 
own television sets and radios, these two media provide a cheaper 
form of entertainment. Magazines are a discretionary purchase. A 
recession, therefore, decreases the purchases of magazines, 
lowering circulation revenue and thus lowering advertising 
revenue related to circulation. 


Consumer expenditures on semi- and non-durable goods (ie. 
magazines and many goods advertised in magazines) can explain 
much of the variation in magazine advertising revenues. 


The Longer-term Consequences 


As well as immediate negative consequences for magazine 
advertising revenue, the recent recession will also have more 
lasting consequences. The constraints imposed by difficult 
economic times have forced advertisers to reconsider their 
traditional approach to reaching potential customers. The changes 
that have occurred are probably irreversible. 


As consumers look to make their dollar go farther, they are less 
and less likely to maintain brand loyalties. Advertisers have 
responded to this by moving their advertising from magazines, 
which are effective “image” or brand recognition vehicles, into 
other media that have a more immediate effect on sales. 
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Advertisers are extremely sensitive to the immediate results of 
their advertising; they are looking for increased sales. Advertisers 
therefore favour media that allow for a quick turnaround if a 
message or an appeal seems to fail. Magazines, by their nature, are 
less flexible than other media, and require a longer lead time (the 
interval between the deadline for receipt of advertising material 
and the delivery of the message to the consumer). There is, 
therefore, a trend, clearly noticeable in recent years, away from 
media advertising and toward direct marketing, linking the seller 
and the buyer and trying to elicit a direct response. In addition, 
advertisers are allocating larger portions of their marketing 
budgets to trade promotion, i.e., direct point-of-sale promotions of 
various sorts, and away from advertising per se. 


With declining sales and tighter management of advertising 
budgets, businesses have been taking a more tactical approach to 
advertising and have been paying much closer attention to the 
results of advertising campaigns. Advertisers review their budgets 
more often than they did even five years ago, basing them largely 
on sales performance. 


These trends are largely motivated by the recession. However, in 
order to keep a competitive advantage in an increasingly competi- 
tive business environment, companies are likely to continue to 
operate in this fashion. Economic recovery is not likely to reverse 
these trends. 


TECHNOLOGICAL CHANGE AND ADVERTISING 


Individual Marketing 


Companies now have the capacity to store and handle greater 
quantities of customer data, enabling them to maintain a closer, 
more direct relationship with past, present and potential cus- 
tomers. These businesses are seeking advertising vehicles that 
permit them to take advantage of such information and target 
individual consumers. 


This trend toward more individual marketing could seriously 
affect all types of magazines, but trade magazines are particularly 
vulnerable as their biggest competitors are direct mail and trade 
shows, which rely heavily on customer databases. 


New Printing Techniques 


New printing techniques may offer magazines some capacity to 
respond to the trend toward more targeted advertising in the 
future. These techniques will make smaller print runs in different 
parts of the country more feasible. 
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More consumer magazines may be able to target their readers 
more narrowly and customize their advertising for particular 
market niches. The same would not apply to trade magazines, as 
their circulation is already pretty small in most cases, and probably 
could not be broken down much further. | 


The Information Highway 


The Task Force heard differing views on the importance of the 
“information highway” for the future of the magazine industry. 
Whether most magazines will one day be delivered by electronic 
means or not, it is certainly the case that some magazines are 
already available through computer networks. 


This format for magazines poses interesting questions with respect 
to the role of advertising. On the one hand, it could be an oppor- 
tunity for advertisers to target individual consumers, as discussed 
earlier, possibly with interactive advertising. On the other hand, 
consumers could choose to bypass all advertising by searching for 
particular articles, never having their eye caught by an outstanding 
advertisement as they “flip through the pages” on their screens. 


It is difficult to predict exactly how these changes may affect the 
advertising revenue base of Canadian periodicals, but it will 
almost certainly have some impact on the magazine industry in the 
next few years. 


WHERE DECISIONS ARE MADE 


The Task Force was told that more and more advertisers view 
North America as a single market, with advertising strategies and 
budgets based on this premise.* As a fesult, more and more 
advertising decisions are being made outside Canada. Up to 15 per 
cent of consumer magazine advertising now originates outside 
Canada, and publishers told the Task Force that this trend is 
increasing. At the same time, the Task Force heard that successful 
advertising campaigns must be sensitive to regional markets. These 
trends are not necessarily mutually exclusive; advertisements 
targeting a regional audience can be purchased from a distance, 
provided that the advertisement itself is appropriate for the target 
audience. It is not altogether clear whether this trend will lead to 
a decrease in the advertising revenue available to Canadian 
magazines, but it has that potential. 


3 Interestingly, in a recent issue of Advertising Age (January 24, 1994, page S-7) a graph 
entitled “New Frontiers’ treats “Latin America” as one population group and 
“U. S./Canada” as another. 
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CONCLUSION 


For trade publications, a considerably higher percentage of 
advertising buying decisions are made outside Canada. One 
multimagazine business/trade publisher reported that 50 to 60 per 
cent of advertising decisions for the majority of Canadian business 
magazines are made outside Canada. 


To the extent that such buying decisions favour American 
publications, an increase in this trend would be detrimental to the 
Canadian magazine industry. 


The percentage of total advertising dollars flowing to magazines 
has been fairly steady over the past 30 years, moving closely with 
economic indicators. It is unlikely that this long-term trend, also 
confirmed in the shorter term from 1985 to 1992, will be reversed. 
A similar pattern was observed in the United States. If we assume 
that American magazines are achieving an optimal share of 
domestic advertising expenditures, it follows that Canadian 
magazines also are capturing the largest market share possible. 


The Task Force is persuaded, on the basis of its analysis of 
historical trends, coupled with a review of emerging trends in the 
advertising marketplace, that: 


e The amount of money spent by advertisers to reach the Canadian 
consumer is not likely to grow; and 


e Within the Canadian advertising market, it is extremely unlikely that 
the share held by periodicals will increase. 


That being the case, it is important to consider the particular 
features of the business environment within which Canadian 
periodical publishers operate before attempting to determine the 
effect on them of split-runs entering the Canadian advertising 
market. It is to this we turn in Chapter IV. 
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THE BUSINESS ENVIRONMENT 


Canadian periodical publishers face major competitive challenges 
in their business environment that are not common to their 
counterparts in countries with a larger population to serve. This 
chapter will outline the business environment for Canadian 
publishers. The next two sections describe the challenges in that 
environment and existing public policy measures that support 
Canadian periodical publishers. 


There are many constraints on the business environment for 
Canadian publishers. Some of those constraints will be explored in 
this section: 


+ the massive penetration of the Canadian market by imported 
magazines; 


the relatively small size of the Canadian population; 


+ the openness of Canadians to foreign cultural products, particu- 
larly film and television; 


the effect of the cover prices of imported magazines on the 
Canadian price structure; 


newsstand competition from foreign magazines; 


e the impact of overflow advertising on the potential advertising 
market in Canada; and 


¢ the Canadian prohibition on tobacco advertising. 


MARKET PENETRATION 


The pivotal fact, which both defines the competitive environment 
and underlies the need for structural support from the govern- 
ment, is the massive penetration of the Canadian market by 
foreign magazines. 


Canadian publications account for 67.6 per cent of the magazines 
sold in Canada in a year. The domestic share of the English- 
language Canadian periodicals market is 60.1 per cent. Para- 
doxically, Canadian magazine publishers earn 25.5 per cent of the 
total circulation revenue in their own domestic market; the 
remaining 74.5 per cent goes to foreign publications." 


4 See footnote 10, page 9. 
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English-language consumer magazines face significant competition 
for sales from imported consumer magazines. In large measure, 
this is because the majority of the magazines are from the United 
States and are a close substitute. The United States is a daily 
presence in the life of every Canadian, through television program- 
ming, sports and film. It is reasonable to expect that the content 
of American magazines will be of interest to Canadians. In fact, 
78 percent of all American magazine exports go to Canada. Canada 
annually imports twenty-five times more magazines from the 
United States than it exports to that country. 


The result is that the annual circulation of foreign English- 
language magazines in Canada is 235,924,031 of which 233,416,022 
(or 99 per cent) are from the United States. Based on circulation, 
the market share for imported English-language consumer 
magazines, both subscription and newsstand, is 50.4 per cent; on 
newsstands, this increases to 81.4 per cent. 


Canadian French-language periodicals have a much stronger share 
of the French-language domestic market, approximately 95 per 
cent. An important constraint for domestic French-language 
magazines, although one that is very difficult to quantify, is the 
competition they face from both foreign and Canadian English- 
language publications, both for advertising and for readers. 


The magnitude of this market penetration by foreign periodicals 
has a major impact on the world in which Canadian English- 
language periodical publishers seek to maintain a market share. 


SIZE OF THE CANADIAN MARKET 


A Limited Circulation Base 


The Canadian market is not large. For example, the potential 
Canadian readership is about one-tenth the size of the its closest 
competitor. The Canadian population is made up of two major 
language groups, thus further reducing the potential circulation for 
a unilingual Canadian magazine. 


This limited potential market is the target not only of the 1,440 
Canadian publications but of at least 500 foreign titles. Of the 50 
English-language magazines with the highest circulation in 
Canada, 21 are imported from the United States. By contrast, our 
research indicated that American publishers face very little 
competition for their domestic market from imported magazines. 


The limited size of the Canadian market has a very significant 
impact on the possible circulation base of a Canadian periodical. 
Since, as Chapter II described, circulation is key to both circulation 
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and advertising revenues, this is a very real constraint on Cana- 


dian publishers and on their capacity to produce competitive 
magazines. 


Newspapers as an Alternative 


The size and distribution of the Canadian population have another 
important effect on the potential advertising revenues for Canadian 
periodicals. As we mentioned in Chapter III, newspapers are 
sometimes considered a reasonable alternative to magazines as an 
advertising vehicle to reach the majority of the Canadian popula- 
tion. With placements in relatively few daily newspapers, it is 
possible for an advertiser’s message to reach most Canadians. 


Again, by way of comparison, this is not the case in the United 
States, where the population is much larger, and generally more 
evenly distributed throughout the country. To reach the majority 
of Americans with a newspaper advertisement would necessitate 
placing the ad in many individual newspapers. The complexity 
and cost of doing so would make this a much less viable alterna- 
tive than it is in Canada. Thus, American periodical publishers do 
not face the same competition from newspapers as an advertising 
vehicle. 


FOREIGN FILM AND TELEVISION IN CANADA 


Foreign, largely American, film and television products are an 
integral part of every Canadian’s experience. Canadians watch 
foreign films in their cinemas and on home videos (indeed, the 
Canadian content share of the commercial film market in Canada 
is only 6.4 per cent). For example, through cable and off-the-air 
broadcast, virtually all Canadians have access to American 
programs and sports on their television screens. As a result, 
American popular culture is part of the everyday life of Canadians. 


Canadian culture is simply not accessible in the same way to 
Americans. This means that the editorial content of American 
magazines is generally of interest to Canadians, while Canadian 
magazines cannot attract a large American audience. 


Television has another effect on periodical publishing. More and 
more of the larger magazines are seeking to increase their circula- 
tion base by advertising for new subscribers on television. Because 
foreign television signals reach Canadians, so too does the 
invitation to subscribe to foreign magazines. There are very few 
Canadian magazines with a large enough revenue base to enable 
them to contemplate television campaigns to develop circulation. 
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CONSTRAINTS ON PRICING 


The massive presence in the Canadian marketplace of foreign 
magazines also affects the price that Canadian publishers can 
charge for their magazines. 


Our studies show that the appearance and size of a magazine have 
a direct influence on the newsstand price. The proportion of 
editorial pages in a magazine also influenced the price that 
consumers were prepared to pay. For a lower per unit cost, a 
foreign publisher with a larger circulation base and thus larger 
circulation and advertising revenues, is able to produce a product 
with more reader appeal than its Canadian counterpart. The cover 
price charged by the foreign magazine will directly affect the 
perceived value the Canadian consumer feels she or he is getting 
in the Canadian magazine. This puts a real constraint on the cover 
price and, consequently, on the subscription price readers are 
prepared to pay for Canadian magazines. 


NEWSSTAND SALES 


The picture is consistent. Only Canadian magazines with very high 
circulation are represented on most newsstands. More than 81 per 
cent of the circulation on English-language newsstands is imported 
magazines, primarily American. Canadians could be forgiven 
if they did not realize that there is a wide range of excellent 
Canadian magazines available to them. 


Exposure on newsstands is important in building a strong 
subscriber base. As noted in Chapter II, subscription coupons in 
magazines sold on newsstands are one of the most effective ways 
to build a circulation base. The percentage of first-time subscribers 
that convert to regular subscribers is, on average, 40 per cent to 
45 per cent. For those who have used subscription coupons, the 
“conversion rate” is 60 per cent to 65 per cent. These are much 
more difficult subscribers for Canadian publishers to reach, given 
their lack of exposure on newsstands. 


In addition to the problem Canadian magazines have in finding 
room on their own newsstands, there is considerable price 
competition once they do get there. For example, the cover price 
of an American magazine on the Canadian newsstand is in many 
cases the same as the cover price in the United States. At current 
exchange rates, this results in a price for the American product 
that is below the price charged in its own domestic market. 


OVERFLOW ADVERTISING 


The phenomenon of overflow advertising was touched on briefly 
in the previous chapter. Overflow — or spillover — advertising 
refers to advertising, which is purchased in foreign magazines by 
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businesses with products and services to sell in North America, 
that indirectly reaches Canadian consumers through the Canadian 
circulation of the foreign publications. 


Does overflow advertising limit the amount of advertising 
purchased by a business specifically to reach Canadian consumers? 
Virtually all Canadian periodical publishers consider that it does. 
Advertising agencies also consider overflow a factor in advertising 
decisions. On the other hand, most Canadian-based multinational 
advertisers reported that it did not influence their purchasing 
decisions. 


To some extent, overflow advertising could well be of particular 
interest to multinational corporations with Canadian subsidiaries. 
To assess the impact of this possibility, 30 foreign general con- 
sumer magazines circulating in Canada were examined to 
determine the percentage of advertisers in those magazines that 
had Canadian subsidiaries. In 15 of the 30 magazines, 0 per cent 
to 25 per cent had Canadian subsidiaries, in another 13 of the 30 
magazines, 25 per cent to 50 per cent of the advertisers had a 
Canadian subsidiary, and in two magazines 50 per cent to 75 per 
cent of the advertisers did. A survey of trade magazines produced 
similar results. 


It is significant that the Audit Bureau of Circulation tracks both the 
single-copy and subscription circulation of approximately 500 
American magazines in Canada. Recently, America’s leading 
magazine readership company, Mediamark Research Inc. of New 
York, has done a pilot Toronto-market survey on magazines, other 
media and product usage, and plans a Canada-wide survey in late 
1995 or early 1996. This pilot survey measures the readership of 
Canadian and American magazines with Ontario circulations of at 
least 30,000. If businesses were not factoring into their buying 
decisions the Canadian circulation of the American magazine, 1.e., 
the overflow advertising, there would be no business reason to 
enumerate the Canadian circulation of these publications. 


While the Task Force has not been able to evaluate precisely the 
extent of overflow, there is no question that it does exist. Indeed, 
the O’Leary Commission in the early 1960s° commented exten- 
sively on the problem. In our view, overflow advertising may 
well become a bigger issue in the future, thus further reducing 
advertising revenues available to Canadian magazine publishers. 


1 op. cit. 
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EXISTING PUBLIC 
POLICY MEASURES 


TOBACCO ADVERTISING 


Finally, the Canadian advertising market is subject to legal 
restrictions that the American market does not have. The Canadian 
Tobacco Products Control Act of 1989 prohibits the advertising of 
cigarettes and tobacco products in Canada. By contrast, the 
category of “cigarettes, tobacco and accessories” is the tenth largest 
advertising category by revenue in American magazines, generat- 
ing almost $224 million in 1992. 


Since 1965, two legislative measures have provided support to the 
Canadian periodical publishing industry. These measures recognize 
the importance of ensuring that Canadian publishers have 
adequate access to revenues from advertising directed at Canadian 
consumers so that they can continue to offer Canadians the choice 
of reading Canadian magazines. 


SECTION 19 OF THE INCOME TAX ACT 


Section 19 of the Income Tax Act requires that, in order to deduct 
the expenses for magazine or newspaper advertising directed at a 
Canadian consumer, the taxpayer must place those advertisements 
in a magazine that is at least 75 per cent Canadian-owned and that 
has editorial content that is at least 80 per cent different from the 
contents of another magazine. 


In the course of our deliberations, we heard from both publishers 
and advertising agencies that, while initially effective, section 19 
has become less and less a factor in advertising decisions. For 
example, of the 17 advertisers interviewed during the research 
study, 14 said that the Income Tax Act provisions did not play a 
role in their advertising decisions. 


A foreign publisher incurs very few costs in producing a split-run 
to carry Canadian advertising. Unlike its Canadian counterpart, the 
foreign publisher does not need the Canadian advertising revenue 
to contribute to the fixed costs of producing the magazine. There 
is considerable flexibility, therefore, in the price it can charge for 
advertising space and still make a profit on its Canadian oper- 
ations. The publisher of the split-run thus is able to charge a rate 
for advertising that offsets any negative effect section 19 might 
have on an advertiser who loses the tax deductibility. For example, 
Sports Illustrated is offering advertisers in its Canadian split-run a 
full-page 4-colour advertisement for $6,250, roughly half of what 
it charges for the same advertisement in a regional edition with 
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similar circulation in the United States.'° Some suggested to the 
Task Force that this constituted a form of “dumping” of editorial 
content on the Canadian market. 


CUSTOMS TARIFF CODE 9958 


The Tariff Code 9958 prohibits the entry into Canada of two types 
of magazines: 


e special editions, i.e., split-run or regional editions, of a periodical 
that contain an advertisement that is primarily directed to a 
market in Canada and that did not appear in identical form in 
all editions of that issue of that periodical distributed in the 
country of origin; and 


* issues of a periodical in which more than 5 per cent of the 
advertising space is used for advertisements primarily directed 
at Canadians. 


The tariff has worked well for more than 30 years in meeting the 
policy objective of ensuring that Canadian periodicals have 
adequate access to revenues from advertising directed at Cana- 
dians. However, the publication of a Canadian edition of Sports 
Illustrated has demonstrated that it is possible for split-runs to be 
printed in Canada and thus avoid the application of Customs 
Tariff Code 9958. 


THE POSTAL SUBSIDY 


The postal subsidy for Canadian magazines has been in place since 
the early 1900s. It was first established for the benefit of Canadian 
readers, to ensure that they would have access at an affordable 
cost to Canadian magazines, regardless ‘of where they lived in 
Canada. 


16 The cost of an advertisement in a regional edition of Sports Illustrated, in Canadian dollars 
(at $1.26), is: 


Cost /1000 
(CPM) 


Source: Rates for regional editions in the United States from S.R.D.S., November 1992 
Rates for Canadian edition from the Sports Illustrated Canada 1993 published rate card 


Canada $ 50 


Philadelphia 


San Francisco 


New England 


Florida 
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CONCLUSION 


This subsidy is now only available to paid-circulation Canadian 
magazines. While the overall subsidy has decreased considerably 
since the late 1980s, its value to those magazines still receiving it 
has been maintained. It continues to represent a significant benefit 
to Canadian readers of magazines. 


GRANTS 


The Canada Council provides grants to magazine publishers for 
the publication, translation and promotion of their periodicals. In 
1992-1993, this amounted to approximately $2.25 million. In 
addition, various other federal institutions provide limited grants 
for special interest publications. Some financial assistance is 
provided by provincial and municipal governments. 


The challenges described in this chapter illustrate the fact that 
Canadian periodical publishers face real difficulties in producing 
a magazine that can compete both in appearance and in price with 
imported magazines for the attention of Canadian readers. Some 
of these features, such as the size and distribution of the Canadian 
population, cannot be changed. Others could only be changed at 
a price Canadians are not, and should not be, prepared to pay. 


The critical reality that overrides all else in the Canadian magazine 
market is the penetration of imported magazines. Canada could, 
in theory, close its borders to foreign magazines. Any such 
suggestion, however, would fly in the face of the most funda- 
mental Canadian values and would never be contemplated. A 
commitment to freedom of speech and a lively interest in interna- 
tional views are two defining features of Canadian culture. 


The other constraints in the business environment largely follow 
from the impact of imported magazines on the Canadian market- 
place: pricing constraints, newsstand presence and overflow 
advertising. 


The only other restriction that could be withdrawn from the 
business environment for the publishers is the ban on cigarette and 
tobacco advertising. Needless to say, in the view of the Task Force 
this is neither likely nor advisable. 


There is, therefore, little the federal government could do directly 
to counterbalance the difficulties we have just described in the 
business environment for Canadian magazine publishers. 


The legislative measures introduced by the government in the 
1960s have helped the Canadian industry to grow and achieve its 
current economic position by encouraging an adequate flow of 
Canadian advertising revenue to Canadian magazines. In addition, 
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the postal subsidy has helped both Canadian readers and Cana- 
dian publishers by contributing to the cost of delivering magazines 
to subscribers. Some magazines also benefit from public funding 
in order to strengthen their economic situation. 


These measures do not directly address the structural constraints 
in the business environment. They do, however, provide a 
counterbalance to them. The question that remains to be addressed 
is whether the advent of split-runs would threaten this fragile 
equilibrium. 
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SPLIT-RUNS AT 
THE DOOR 


M CHAPTER V 


THE POTENTIAL IMPACT OF SPLIT-RUNS 


In the world of business, the success of a pioneer inevitably 
attracts imitation. Frankly, it would be unrealistic to pretend that 
the landscape has not changed because of the Sports Illustrated 
experiment with a split-run Canadian edition. The signal has gone 
out that it is now possible for non-Canadian magazines to enter 
the Canadian advertising market, notwithstanding the measures in 
place since 1965 to discourage this phenomenon. Other publishers 
are already exploring the opportunities of launching a split-run in 
Canada. 


The Task Force, through commissioned research, looked at what 
might happen if current policy instruments were not updated to 
meet their original objectives. The following analysis is necessarily 
an exercise in crystal-ball gazing. We have attempted to evaluate 
the risk to the Canadian magazine industry if some action is not 
taken now. It could be potentially disastrous to wait to see what 
actual harm split-runs would cause to the Canadian market before 
taking action. Once lost, Canadians would likely never regain the 
range of choice and breadth of coverage they now enjoy in reading 
their own magazines. 


A number of factors could determine whether a foreign publisher 
is likely to follow the lead of Sports Illustrated and begin printing 
a Canadian regional edition of its magazine, containing advertising 
directed at Canadians. 


The incentive, as in all business enterprises, is profit. If the 
magazine can increase its profit by venturing into the Canadian 
advertising market, then it is likely to do so. A profit for the 
foreign publisher only requires that the incremental revenue from 
advertising in the regional edition exceeds the costs of producing 
that split-run. Since its fixed costs have already been recovered in 
the larger home market, and the costs of distribution in many cases 
are already incurred with existing Canadian circulation, this would 
appear to offer an inviting prospect for a foreign magazine. 


Technological advances in electronic transmission of data and in 
computer printing methods provide low-cost means of producing 
high-quality regional editions. Thus, for a foreign consumer 
magazine that already has a Canadian circulation base, the 
increased ease of printing in Canada makes the publication of a 
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Canadian edition an attractive proposition. Similarly, most 
Canadian trade magazines have a foreign counterpart that could 
easily produce a Canadian split-run edition. 


In assessing the possible impact on the advertising revenues of 
Canadian magazines if regional editions of foreign magazines were 
to enter the Canadian market, the Task Force research looked at a 
number of elements, including the following: 


e the number of foreign magazines that have the potential to enter 
the Canadian market in search of advertising revenue; 


+ the proportion of foreign magazines that might actually produce 
Canadian split-runs; 


e the average number of advertising pages in those split-runs; and 


e the proportion of available advertising pages that might be sold 
in the split-run editions. 


This analysis was applied both to English-language consumer 
magazines and to English-language business trade magazines, as 
these are the magazines identified as being the most vulnerable to 
split-run editions of foreign magazines. These projections are based 
on a notional time frame of five years, long enough for most of the 
adjustment to have taken place. 


In considering this exercise, it must be kept in mind that business 
decisions are made on more than mere potential. What is outlined 
in the following is not intended to be alarmist. It is simply a 
projection of what might take place if the example set by Sports 
Illustrated were deemed by other foreign publishers to indicate that 
the Canadian market holds sufficient attraction for a publisher 
contemplating expansion opportunities. Outlining potential action 
is not the same thing as flagging opportunity that cannot wait to 
be exploited. However, our projections, if carried to the ultimate 
in business decision-making, serve to emphasize what could 
happen to the Canadian magazine industry if additional split-runs 
enter the Canadian market. 


CONSUMER MAGAZINES 


There are at least 44 foreign English-language consumer magazines 
with Canadian circulation per issue greater than 50,000. At least 65 
foreign English-language magazines have circulation in Canada of 
between 20,000 and 50,000 and there are 371 with paid circulation 
less than 20,000. From these ranks, our study indicates that about 
53 English-language consumer magazines are potential entrants to 
the Canadian advertising market.”” 


The number of potential entrants could range from 20 to 120. The distribution of the range 
is such that it is highly likely that a few magazines will enter, and less likely that the 
number of magazines at the upper end of the range would enter. 
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It is likely that most foreign English-language magazines with 
Canadian circulation per issue greater than 20,000 are already 
shipping their copies to Canada in bulk for distribution. The only 
additional expenses would be the difference between Canadian 
and foreign printing costs, for the Canadian edition, and the 
incremental selling costs for Canadian advertising. This suggests 
that 70 per cent of magazines identified as potentially entering the 
market would actually enter the Canadian market.'* 


A reasonable estimate of the potential number of advertising pages 
available per split-run edition is 1,000, with a range of 200 on 
either side. This estimate for foreign English-language magazines 
is based on the average number of advertising pages per year for 
the top 50 American magazines, which is slightly less than 2,000. 


How much of that potential advertising space would actually be 
sold in the split-run editions? The number of available pages in the 
Canadian market, with the increment of Canadian regional 
editions, would be quite high. Thus, while the first pages would 
sell quite easily, particularly since it is expected that foreign firms 
will offer advertisements at lower prices than now prevail in the 
Canadian market,” not all pages would sell. It is likely, therefore, 
that the proportion of available advertising pages sold will be 
about 70 per cent, with a range of 55 per cent to 90 per cent. 


Combining these factors, the total number of foreign advertising 
pages that will be sold in the Canadian consumer market is the 
product of these four estimates,” or 26,133 pages. The total number 
of advertising pages in the English-language Group II magazine 
category in 1991 was 70,548. 


Naturally, not every Canadian magazine would lose 37 per cent of 
its advertising pages, as the impact would not necessarily be 
distributed equally over all consumer magazines. But since we 
forecast in Chapter III that the amount of money spent for 
magazine advertising will not increase, the Canadian consumer 
periodical industry overall would stand to lose 37 per cent of its 
current advertising revenue. 


18 There is an equally probable range of 60 per cent to 80 per cent. 

Lower advertising rates are possible because the split-run would not incur the cost of 
producing, as a Canadian magazine must, the entire editorial content for the Canadian 
market. 

2 That is, the potential number of split runs (53.33), times the percentage of those that 
would actually enter the Canadian market (70%), times the number of advertising pages 
available in each entrant (1,000), times the number of available advertising pages that 
would sell (70%). 
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BUSINESS AND TRADE MAGAZINES 


English-language trade magazines were identified in both of the 
research studies the Task Force commissioned as the group most 
vulnerable to the impact of foreign split-run editions entering the 
Canadian advertising market. The following analysis describes 
what would likely happen to this sector if no changes are made to 
existing policy instruments. 


It is likely that there are at least 70 foreign English-language trade 
magazines that could enter the Canadian market, and perhaps as 
many as 220. The mean is 120 magazines. 


A Canadian regional edition of a foreign trade magazine would be 
profitable and provide a high rate of return on sales. It is expected 
that 90 per cent of the potential foreign English-language pub- 
lishers would enter the Canadian market, with a range from 80 per 
cent to 100 per cent. 


Each split-run magazine would add a potential 250 advertising 
pages per year in the Canadian market. This is somewhat less than 
the average number of annual advertising pages for Group I 
magazines in 1991 (262 pages), as Group I includes some consumer 
controlled-circulation publications. 


It is expected that foreign publications would have little difficulty 
in selling ad pages. For example, roughly half of the businesses 
currently advertising in Canadian trade magazines are based in the 
United States. Therefore, the American split-run, given that it will 
be competing for these same advertisers, has no relative disadvan- 
tage in selling advertisements, as they likely would already have 
contacts with the American firms. It is expected that the proportion 
of advertising pages sold will be 80 per cent, with a range of 
70 per cent to 90 per cent. 


Based on a combination of these four factors, Canadian regional 
editions of foreign English-language trade magazines could supply 
as many as 21,600 pages of new advertising to the Canadian 
market. Canadian business trade publications now have approxi- 
mately 55,000 pages of advertising annually. This new supply 
would amount to 39 per cent of the total currently available. 


If the foreign split-runs were to sell only 45 per cent, rather than 
90 per cent, of the potential advertising pages, this would still 
amount to 19 per cent of the Canadian market, a share that 
Canadian trade publications cannot afford to lose without falling 
to a loss position. 
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IMPACT ON CANADIAN 
MAGAZINES 


The initial effect of the entry of Canadian regional editions of 
foreign magazines into the Canadian advertising market would be 
a loss of advertising pages in Canadian publications offering 
advertisers a readership with similar demographics. The second 
impact would be on circulation, as the foreign publication made 
efforts to expand its existing Canadian circulation base in order to 
attract increased advertising revenue. 


The following pro forma operating statements model the impact 
over three years of the two-stage process described above, 
i.e., first the drop in advertising revenue and then the correspon- 
ding drop in circulation revenue. The model is based on actual 
revenues and expenditures of one of Canada’s more successful 
consumer magazines multiplied by the same constant to maintain 
confidentiality. 


The first impact, a loss in advertising pages, translates into a 
proportional decline in advertising revenue. The model in Table 15 
is based on a drop of 40 per cent. Some of the loss in revenue is 
offset by a decline in variable costs, but fixed costs remained the 
same. The net effect of the 40 per cent drop in advertising pages 
is to reduce profit by 61 per cent, with the operating profit margin 
falling by 10.84 percentage points. 


TABLE 15 


Impact |: Loss of 40 Per Cent of Advertising Revenue 
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Base Case Impact —40 Per Cent Ad Pages 

($ 000) (%) ($ 000) 
REVENUE 
Subscriptions 2,393 2,393 
Single-copy 1,167 1,167 
Advertising 6,416 —40.00 3,846 
Other Revenue 24 24 
Total Revenue 10,000 —25.66 7,434 
EXPENSES 
Circulation 837 837 
Production CTA) —29.64 2,301 
Advertising 524 —40.00 314 
Editorial 942 , Le 
Administration 2,159 à 
Total Expenses 7,733 —15.25 6,554 

2,267 880 


Operating Profit 


Operating Frome ——_—_————— 


Operating Profit as Percentage 
of Revenue 


22.67% 11.83% 


Note: Some cost categories are not comparable to other tables. 


Source: Informetrica Ltd. 
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TABLE 16 
Impact Il: Loss of 20 Per Cent of Circulation Revenue 


Base Case Impact —20 Per Cent Circulation 

($ 000) (%) ($ 000) 
REVENUE 
Subscriptions 2,393 —20.00 1,914 
Single-copy 1107 —10.00 1,051 
Advertising 3,849 —6.00 3,618 
Other Revenue 24 —14.80 21 
Total Revenue 7,434 —11.16 6,604 
EXPENSES 
Circulation 837 —10.00 753 
Production 2,301 —8.00 2,117 
Advertising 314 —6.32 295 
Editorial 942 942 
Administration 2,159 2,159 
Total Expenses 6,554 —4.39 6,266 
Operating Profit 880 338 
Operating Profit as Percentage 

of Revenue 11.83% 5.11% 


Note: Some cost categories are not comparable to other tables. 


Source: Informetrica Lid. 


The second impact (Table 16), on circulation, is measured relative 
to the first impact. The loss of circulation resulted in a decline in 
subscription revenue of 20 per cent and a decline of 10 per cent in 
newsstand sales. List sales’! decline, and advertising revenue is 
negatively affected. Revenues declined by 11.2 per cent and costs 
by 4.4 per cent. Total operating profits went down by another 
61.5 per cent, and the profit rate declined by an additional 
6.7 percentage points. 


The combined shock of lower advertising pages and lower 
circulation reduced operating profit by 85 per cent. A profitable 
magazine (operating profit of 22.7 per cent) has become a marginal 
one (5.1 per cent). Optimal responses on the part of the magazine 
would include lowering the price of an advertising page, lowering 
circulation price, reducing the number of editorial pages to 
conform to the net loss of advertising pages, reducing promotional 
expenditures, and reducing money spent to market advertising. 
With these responses, only about 28 per cent of the initial loss of 
profit would be regained. Profits would still decline, although by 
60 per cent rather than by 85 per cent. 


4 “List sales” refers to the sale of mailing lists to other organizations interested in 
reaching the subscribers of the magazine. 
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CONCLUSION 


These optimal business responses, however, are clearly not ideal 
responses from the point of view of cultural development. The 
magazine reaches fewer Canadians, with fewer editorial pages. 


Few Canadian magazines could withstand this type of shock. In 
the Canadian magazine industry, 94 per cent of all profitable 
magazines would move to zero operating profit if they were to 
lose 40 per cent of their advertising revenue, all other factors 
remaining constant. In fact, of profitable Canadian magazines that 
receive at least half of their revenues from advertising, the average 
magazine could lose only 17 per cent of its advertising revenue 
before dropping to zero operating profit. 


Should split-runs of foreign magazines enter the Canadian market 
along the lines of the hypothetical scenario described in this 
chapter, Canadian magazines would respond in a variety of ways. 


Some magazines would simply stop publishing altogether. 


Others would attempt to stay competitive to the possibly lower- 
priced advertising of the split-runs by reducing their own adver- 
tising rates. However, by reducing the revenue from advertising, 
these magazines would inevitably have to reduce the budget 
intended for quality editorial. The number of editorial pages would 
decrease, and circulation would decline because of the perception 
of the magazine lowering its editorial standards of quality. The 
end result would soon be evident: a downward spiral. 


The impact on trade magazines would be even more dramatic 
because they rely so heavily on advertising revenue, and the 
negative effects would be more immediate. 


The viability of the Canadian periodical publishing industry would 
clearly be at risk should foreign split-runs follow the pattern of the 
model drawn from the Task Force’s research. The two studies 
commissioned by the Task Force approached the question of the 
impact of foreign split-runs in the Canadian market from different 
angles, but arrived at fundamentally the same conclusion: the 
Canadian magazine industry would be seriously hurt by the entry 
of split-runs, and its important contribution to Canadian communi- 
cation and cultural development would be diminished. 


The Task Force has concluded that, while the numbers arrived at 
in the research analysis are necessarily hypothetical, the threat 
outlined in this chapter is real. 
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M CHAPTER Vi 


STRIKING A BALANCE: 
FREE TRADE AND 
CULTURAL DEVELOPMENT 


Canada has a vested interest in an open and stable system for 
cross-border transactions. However, as international trade leads to 
an increasingly globalized world of commerce, it is our culture that 
makes us distinctive more than any other factor. 


The Government of Canada must therefore maintain effective 
policies and policy instruments in support of cultural development. 
At the same time, it must find a way to strike a balance between 
the sometimes competing objectives of trading internationally and 
preserving our own distinctive identity. 


If we value who we are as a nation and a people, Canadians need 
to have access to cultural products that mirror our own experience 
and outlook. This depends on keeping our cultural industries 
healthy. 


Canada is a trading nation. Exports account for more than 30 per 
cent of the national income, and more than three million Canadian 
jobs depend on trade. Whether markets are open or closed, 
whether there are customs duties, quotas or restrictions, exports 
have an effect on the jobs of Canadians in every sector of the 
economy. That is why, since World War II, Canada has been at the 
forefront of countries supporting the liberalization of trade with a 
view to creating a fair marketplace for Canadian goods, services 
and investment. Other countries, and all of our major trading 
partners, have endorsed this trend through a myriad of interna- 
tional treaties and agreements whose purpose is to establish rules, 
order and predictability in the international trading system. 


Two major international trading agreements in the past year reflect 
the trend toward greater integration of the world economy, and 
are designed to improve Canadian access to international markets. 
The North American Free Trade Agreement (NAFTA) between 
Canada, the United States and Mexico entered into force on 
January 1, 1994. In addition, Canada contributed actively to the 
successful completion, in late 1993, of the Uruguay Round of 
multilateral trade negotiations that will significantly liberalize the 
world trading system under the auspices of the proposed World 
Trade Organization, the umbrella for the General Agreement on 
Tariffs and Trade (GATT) and other sectoral agreements on trade. 
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AN OPEN SOCIETY 


These two agreements are intended to open new opportunities and 
new markets for Canadian business. The dispute settlement 
provisions in these agreements will ensure greater fairness and 
certainty in the application of trade rules. 


Successive Canadian governments have sought to reconcile a freer 
trading environment with the need to preserve the Canadian 
identity, conveyed in all its complexity and range through our 
cultural industries. The special status of cultural industries is 
recognized in the Canada-United States Free Trade Agreement 
(FTA), and in the NAFTA. The government is permitted to adopt 
measures to promote these industries that otherwise would be 
inconsistent with the agreements. Nevertheless, as will be seen in 
Chapter VII, the Task Force is recommending new measures that 
are consistent with Canada’s international trading obligations and 
that do not require, in our opinion, recourse to the special status 
of cultural industries under the free trade agreements. 


Canada’s commitment to an open international trading system and 
open markets is evident in its willingness to accept foreign cultural 
products. Canadian cinemas, television screens, record shops, book 
stores and newsstands testify to this fact more than those of any 
other country in the world. 


Statistics Canada information for 1991-1992 shows the extent to 
which the Canadian market is dominated by foreign production: 


e Foreign-controlled companies enjoy an 83.4 per cent share of the 
revenue (totalling $184.6 million) from the distribution of 
commercial films. The Canadian content share of the total 
Canadian commercial film market is only 6.4 per cent; 


+ Canadian-content releases represent only about 15 per cent of 
sound recordings distributed in Canada; and 


+ Canadian-authored books accounted for 43 per cent of the 
revenue from books sold in Canada by Canadian-based 
publishers in 1991-1992. 


These statistics testify to the unparalleled openness of Canada to 
foreign cultural products. Similarly, Canadian readers are open to 
imported magazines: 


+ Canadian magazines account for 67.6 per cent of magazines sold 
in Canada, with English-language magazines accounting for 
only 18.6 per cent of sales on Canadian newsstands. 
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FREEDOM OF CHOICE 


At the same time, Canadian readers have demonstrated that they 
value magazines that address their interests and perspectives. 
Despite the widespread availability of foreign magazines, Cana- 
dians are prepared to pay more for magazines developed specifi- 
cally for the Canadian market.” 


In its 1987 publication, Vital Links: Canadian Cultural Industries, the 
Government of Canada outlined a comprehensive policy for 
cultural industries. The policy itself reflects the inherent conflict 
between globalization and the desire for cultural development in 
Canada. It makes a strong argument for government support of 
cultural industries. The negative implications of excessive 
globalization in the culture and communications field are described 
as follows: 


Canadians are keen internationalists, a vocation implying 
a breadth and depth of choice. By contrast, globalization 
is a process leading to centralization of decision making 
and a narrowing of choice. 


… the concern is not with ease of access to the products 
of other cultures, it is rather with the difficulty of access 
to our own products, a difficulty that is primarily a 
function of the economics of the cultural industries, 
which place the cheaper, mass marketed, imported 
products at such a distinct advantage. The effects are 
economic, to be sure, but our concerns are cultural — the 
need to sustain for Canadians an adequate choice. 


Respect for freedom of expression has always been very strong in 
Canada. It is inconceivable that any Canadian government would 
ever limit the ability Canadian readers have to read publications 
from around the world. The access Canadians now enjoy to 
publications produced especially for them must not be diminished. 
Canadians have legitimate aspirations to maintain and develop a 
magazine publishing industry of their own, where ideas are 
expressed from a Canadian perspective. For the Task Force, 
preserving a viable Canadian periodical industry is the sine qua non 
of freedom of choice. 


The dilemma of the magazine industry is to provide Canadians 
with a distinctive vehicle for the expression of their own ideas 
and interests, while at the same time facing enormous competition 


2 Canadians may pay more either by paying a higher price for a Canadian magazine that 
is comparable to a foreign magazine, or by paying the same price for a Canadian 
magazine of lesser quality. 
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THE PUBLIC POLICY 
RESPONSE 


from foreign magazines; competition that will remain unabated 
because of free trade, the market economy and the broad national 
consensus on freedom of choice. 


A simplistic response might be to suggest that the magazine 
industry — and other cultural industries — should take advantage 
of the economies of scale that North American free trade offers. 
Magazines already covering their fixed costs in Canada could 
expand into the United States or Mexico for little more than the 
incremental distribution and printing costs associated with 
enlarged circulation. Where Canadian circulation is not sufficient 
to cover fixed costs, there could be an opportunity to exploit 
economies of scale by entering the North American market. 


There are, however, indisputable obstacles for Canadian magazines 
that might wish to enter the North American market. The United 
States is omnipresent in the life of every Canadian, but Canada 
remains a hidden secret for most Americans. The odds of a 
Canadian challenger breaking through this stereotypical indiffer- 
ence to Canada on the part of most Americans are very high. As 
for Mexico, the fact that it is Spanish-speaking makes it unlikely 
that Canadian magazines would sell well there. 


To try and make magazines developed for the Canadian market 
appealing to a foreign audience would mean abandoning or at 
least diluting what makes them attractive to Canadians. Canadian 
and foreign magazines are not perfect substitutes for one another. 
Whereas the Canadian market for consumer magazines is highly 
receptive to a foreign outlook on politics and entertainment, the 
inverse is not true. 


As for trade magazines, those developed specifically for the 
Canadian market provide industry with Canada-specific informa- 
tion on new and existing products, labour, safety, and environ- 
mental standards and regulations, on trade shows, on industry 
innovations, on suppliers, clients and other trade contacts. Without 
Canada-specific material, Canadian business and professions 
would lose a valuable source of information and a valuable means 
of communication that, at the same time, stimulates economic 
activity in Canada. 


This, then, is the situation in which Canadian magazines find 
themselves. They must publish and survive in a market that is 
characterized by unparalleled openness to foreign ideas and 
products, and in a policy framework that, while supportive of 
Canadian culture and identity, must balance that objective against 
the commercial reality that Canada needs open markets to trade 
and survive. 
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Public policy, therefore, has an enormous impact on both the 
viability of Canadian magazines and periodicals and the develop- 
ment of material unique to the Canadian market. The success or 
failure of public policy will determine whether the people of this 
country have the freedom to read not only foreign magazines but 
also magazines developed to address their own unique needs and 
perspectives. 


Canadian readers have wide access to foreign periodicals, as can 
be seen by the fact that 32.4 per cent of the magazines circulating 
in Canada are from other countries. We are richer because of our 
exposure to ideas and perspectives from around the world. 


At the same time, it is important to ensure that there continues to 
be space in Canada for Canadian magazines to flourish. Without 
Canadian magazines, or with a much reduced selection and 
quality, Canadians would lose some of the rich tapestry of ideas 
and information we now have, and to which we have a legitimate 
claim. We would certainly lose a Canadian perspective in our 
reading material. 


The challenge for us as a country is to find ways to maintain a 
place for Canadian periodicals, while at the same time welcoming 
foreign magazines. The problem with split-runs is that they could 
seriously reduce the supply of advertising revenue for Canadian 
magazines. They can earn revenue from the sale of space in a 
magazine whose editorial costs had, either completely or almost 
completely, been covered in its own domestic market. The 
Canadian magazine must support the entire costs of producing its 
magazine from revenues earned in the Canadian market. 


It is clear that the most effective way to maintain a continuing 
Canadian periodical press is to ensure, to the extent possible, that 
it has adequate access to advertising dollars spent in magazines to 
reach Canadian consumers. The measures that the Canadian 
government put in place in 1965 — section 19 of the Income Tax 
Act and Customs Tariff Code 9958, referred to in greater detail in 
Chapter IV — were designed to do just that. 


The Task Force believes that public policy must continue to 
promote the ability of Canadians to enjoy this freedom of choice. 
Canada itself would be diminished by anything less. 


Our research shows that it is necessary to maintain the policy 
objectives behind the 1965 measures referred to above, but that the 
measures themselves must be adapted to changing circumstances. 
The changes we are recommending to existing measures do not 
alter the fundamental policy, but will merely bring the measures 
into line with current realities. At the same time, the Task Force is 
fully aware of the dependence of Canada on international trade 
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and its interest in promoting a free and open international trading 
system. The new tax measure we are recommending is consistent 
with our trade obligations and strikes a balance between the need 
to encourage economic development through freer trade and to 
recognize the importance of cultural development in Canada. 
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Free speech would lose much of its potency if there were no 
Canadian magazines. Without the means to express a distinctive 
voice speaking to a Canadian audience, cultural expression, social 
cohesion and a sense of national destiny would be impaired, if not 
irrevocably damaged. 


As part of their heritage, Canadians are doubly fortunate to have 
unparalleled access to publications from around the world. It is the 
Task Force’s desire to maintain this freedom of choice, and the 
measures it is proposing do nothing to deny Canadians the right 
to purchase the magazines of their choice. We cannot make our 
borders impenetrable even if we wanted to, which we decidedly 
do not. 


The object of the Task Force recommendations is not to discourage 
readership of foreign magazines, but to maintain an environment 
in which Canadian magazines can grow and prosper in Canada 
alongside imported magazines. This is the high-wire balancing act 
that the Task Force is attempting to accomplish. 


The measures we are recommending are consistent with the broad 
principles of the cultural and media policies of successive federal 
governments since the 1930s. These policies have been developed 
in response to the fact that the cultural industries in this country 
— film, television, sound recordings, books and magazines — are 
largely dominated by foreign products. If left to market forces 
alone, a day could arrive when Canadians would no longer enjoy 
the choice that they have today between foreign cultural products 
and those developed for the Canadian market. There simply would 
be no Canadian product because of the relatively small size and 
the vulnerability of our cultural industries. 


The Government of Canada has adopted a variety of policies and 
measures to strengthen the viability of Canadian cultural pro- 
ducers: it promotes, for example, Canadian ownership and content 
in the broadcast media; it requires the review of investment by 
foreigners in businesses relating to Canada’s cultural heritage and 
national identity; and it encourages Canadian ownership and 
original content in the newspaper and magazine industries. 


The recommendations of the Task Force follow in this tradition, 
while at the same time seeking to ensure that Canada’s rights and 
obligations under international trading arrangements, such as the 
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LEGAL MEASURES 


GATT, the FTA and the NAFTA, are respected. We have also been 
careful to ensure that the measures we are proposing represent a 
proportionate response to the problems being faced by Canadian 
magazines, which have been outlined in detail in the body of this 
report.” We are convinced that what is being proposed interferes 
as little as possible with freedom of expression or choice. Indeed, 
in the final analysis, we are seeking to expand choice by ensuring 
the continued availability of magazines with original content. 


The Task Force’s recommendations can be divided into three 
categories: legal measures, which the Task Force recommends the 
Government of Canada implement as soon as possible either under 
the authority of existing legislation or through the enactment by 
Parliament of new measures; new policies for the Government of 
Canada and, in some cases for the provinces, that the Task Force 
believes will promote the continued viability of a Canadian 
magazine industry; and the reaffirmation of a number of existing 
policies and practices of both government and industry that the 
Task Force considers essential to the maintenance of a strong 
Canadian periodical publishing industry. 


EXCISE TAX ACT 


Recommendation: that an excise tax be imposed on a magazine or 
periodical distributed in Canada that contains advertisements primarily 
directed at Canadians and editorial content which is substantially the 
same as the editorial content of one or more issues of one or more 
periodicals that contain advertisements that, taken as a whole, are not 
primarily directed at Canadians. The tax would be payable by the printer 
or distributor of those magazines. 


This tax would be levied on a per issue basis in an amount equivalent to 
80 per cent of the amount charged for all advertising appearing in that 
issue. The amount charged for all advertising would be determined by 
multiplying the publicly advertised single-insertion page rate by the 
number of pages of advertising appearing in the issue. 


Exemption: Magazines that otherwise would be subject to the proposed 
tax as of the date of this report, should be exempt at the number of issues 
per annum that were distributed in Canada in the year preceding this 
report. (See Appendix 1 for a detailed discussion of this exemption). 


* See Chapter IV in particular for an analysis of the competitive environment facing 
Canadian magazines. 
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Comment 


The Task Force is of the view that the best way to encourage the 
viability of the Canadian magazine industry is to foster conditions 
in which magazines with original editorial content can be profit- 
ably published, distributed and sold in Canada. The ability of 
split-runs with recycled editorial content to injure the Canadian 
magazine industry was extensively documented by the O'Leary 
Commission in 1961 and confirmed by our own research.” By 
fostering original content, this recommendation will benefit all 
writers and publishers at the same time as respecting Canada’s 
international trade obligations. 


The Task Force recommends that a tax be imposed on magazines 
distributed in Canada that contain advertisements primarily 
directed at Canadians and editorial content which is substantially 
the same as the editorial content of one or more issues of one or 
more periodicals that contain advertisements that, taken as a 
whole, are not primarily directed at Canadians. We recommend 
that “substantially the same” be defined to mean more than 20 per 
cent the same. This content requirement is similar to the existing 
rule for the deductibility of the cost of advertising as a business 
expense in section 19 of the Income Tax Act (which prohibits 
deductions for advertising in magazines the contents of which, 
excluding advertisements, are more than 20 per cent the same as 
the contents of an issue of a periodical or periodicals printed, 
edited or published outside Canada). As well as attaching a 
percentage to the term “substantially the same”, we recommend 
that the legislation also require the margin of difference to be 
significant and not merely cosmetic or trifling. 


A number of technical rules and regulatory authority will have to 
accompany the proposed tax. In addition to section 19 of the 
Income Tax Act, precedents for some of these rules can be found in 
the regulations respecting Customs Tariff Code 9958. The Task 
Force is confident that the Department of Finance and Revenue 
Canada, in consultation with the Department of Canadian 
Heritage, will have little difficulty in developing and applying the 
tax. 


The rate of tax should be sufficiently high to improve the ability 
of original editorial material to attract advertising directed at 
Canadian consumers. It is for this reason that the tax rate should 
be 80 per cent of the amount charged for all advertising appearing 
in an issue in order to effectively promote original content 
magazines. That amount should be determined by multiplying the 


4 See Chapter V, “The Potential Impact of Split-runs.” 
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publicly advertised single-insertion page rate by the number of 
pages of advertising. This is a widely available and readily 
determinable amount. 


The new tax is consistent with Canada’s international trade 
obligations. By focusing on original content, the tax does not 
violate the national treatment provisions for goods in the GATT, 
the FTA and the NAFTA.” Quite apart from the fact that editorial 
content beamed into Canada is not a ‘“good” for customs purposes, 
no discrimination would be taking place under the tax between 
imported and domestic non-original editorial content. Similarly, the 
tax is not discriminatory against foreign investment. It would be 
paid by all printers or distributors of editions falling within the 
purview of the tax, notwithstanding the national origin of the 
investor. Nor does the proposed tax impose a domestic content 
requirement in violation of the FTA and the NAFTA. It promotes 
original content, regardless of country of origin. Similarly, the tax 
is not discriminatory against foreign services. Even if publishing a 
magazine constitutes a service within the meaning of Canada’s 
international trade rules, which is far from clear, the tax applies 
only on the basis of whether the non-original content is printed in 
a magazine that contains advertisements directed at Canadians, 
regardless of the nationality of the author or the country of origin 
of the magazine. 


Although favouring the development of original editorial content, 
regardless of country of origin, goes beyond the narrower focus of 
promoting only content of Canadian origin, the Task Force is of the 
view that, on balance, it is better to aim wide and comply with 
trade obligations by promoting original content than to target a 
narrow field and end up in protracted disputes with Canada’s 
principal trading partners by promoting Canadian content alone. 
In other words, although it is quite obvious that the Task Force is 
concerned with the survival of magazines expressing a Canadian 
perspective and view of the world, it believes that the best way to 
achieve that objective is to promote original content, regardless of 
country of origin. By promoting magazines with original content, 
the new tax will meet that objective and at the same time meet 
Canada’s international trade obligations. 


INCOME TAX ACT 
Recommendations: 


a. that the Income Tax Act be amended to require periodical publishers 
operating in Canada to file an annual information return that reports 
the ownership and editorial content for each title published in Canada; 


© National treatment is the requirement that imported goods receive treatment no less 
favourable than that accorded domestically produced goods. 
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b. that Section 241 of the Income Tax Act be amended to allow the 
Department of National Revenue annually to make public a list of 
periodicals that conform to section 19, compiled from publishers’ 
annual information returns; 


c. that the Department of National Revenue and the Department of 
Canadian Heritage enter into an administrative agreement under 
which the latter will review for accuracy, prior to its being made 
public, the list referred to in (b) above; 


d. that an anti-avoidance measure be added to section 19 to authorize the 
Minister responsible for the Act to determine whether in fact a 
newspaper or periodical is Canadian-owned; and 


e. that the Department of National Revenue, in collaboration with the 
Department of Canadian Heritage, issue an information bulletin to 
ensure that advertisers and advertising agencies are aware of the 
provisions of section 19. 


Comment 


Section 19 of the Income Tax Act permits the deduction of the cost 
of advertisements directed at the Canadian market that are placed 
in Canadian periodicals; that is, periodicals that are 75 per cent 
Canadian-owned and whose contents, excluding advertisements, 
are not substantially the same (i.e., 20 per cent the same) as the 
contents of an issue of a periodical, or the contents of one or more 
issues of one or more periodicals that was or were printed, edited 
or published outside Canada. 


These provisions have been in place since 1965. Over the years, 
section 19 has played an important role in strengthening the 
Canadian periodical publishing industry. The Task Force heard 
from many sources over the course of its deliberations that the 
provisions of section 19, for a variety of reasons, have gradually 
been more honoured in the breach than in the observance. To 
ensure the continued effectiveness of this measure, it is important 
to both improve taxpayers’ understanding and compliance with 
the law, and to assist Revenue Canada auditors in their review of 
section 19 compliance. The recommendations we are making are 
designed to increase awareness of this measure and to simplify its 
administration. 


An amendment to the Income Tax Act requiring publishers of 
periodicals to file an information return containing details on the 
ownership and the content of their magazine titles will make the 
section easier to audit (item a). Magazines not filing a return 
would be presumed to be non-Canadian for the purposes of the 
Act, i.e., advertising in them would not be deductible as a business 
expense. A list would be published yearly, based on the informa- 
tion returns, advising both taxpayers and auditors of which titles 
qualify for a deduction under section 19 (item b). Although the 
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Task Force is recommending that the Department of Canadian 
Heritage, the department responsible for periodical publishing 
policy, reviews this list for accuracy (item c), it is our view that, in 
practice, this list should be largely self-regulating. 


Another administrative question that has arisen with respect to 
section 19 is the provision concerning Canadian ownership, and 
whether this provision is too easily circumvented. We therefore 
recommend that the Minister responsible for the Act have the 
authority to assess whether, for the purposes of section 19, a 
publisher is in fact Canadian owned (item d). This provision 
would be similar to subsection 26(2) of the Investment Canada Act, 
which empowers the Minister responsible for that Act to determine 
whether a business in the cultural sector that meets, prima facie, the 
definition of Canadian control under the Act is indeed Canadian- 
controlled. 


The magazine industry expressed concern that section 19 was not 
being rigorously audited. Section 19 is currently a mandatory item 
in every audit that Revenue Canada undertakes. These recommen- 
dations should assist both advertisers and auditors, and facilitate 
these mandatory audits. 


Finally, we found that there was inadequate knowledge and 
understanding in the advertising industry of the provisions of 
section 19. Our final recommendation in this area, therefore, is that 
the government take steps to raise awareness of the provisions of 
section 19 in the industry (item e). 


TARIFF CODE 9958 


Recommendations: that Tariff Code 9958 be conserved in the same 
form it has had since 1965. 


Comment 


We are recommending that Customs Tariff Code 9958 be retained. 
It has a role to play in all circumstances except those where a 
magazine no longer crosses the border in its final format. 


Some of those who presented briefs to the Task Force urged us to 
recommend the expansion of Tariff Code 9958 to deem editorial 
content beamed into Canada to be a “good”, thus removing the 
possibility of avoiding the tariff by printing the edition in question 
in Canada. This raises complex issues related to cross-border data 
flow and the treatment of intellectual property and other intan- 
gibles in the customs tariff, with international implications beyond 
the scope of the mandate of the Task Force. 
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Canada has open borders for all printed matter, including maga- 
zines. As a result, Canadians have unsurpassed access to maga- 
zines published around the world. As we said in our interim 
report, however, the terms of this access should not be such as to 
undermine the Canadian magazine industry. 


INVESTMENT MEASURES 


Recommendation: that the Investment Canada Act be amended to 
provide that, when the Minister responsible for that Act issues an opinion 
or takes any step or makes any recommendation in connection with 
matters relating to Canada’s heritage or national identity concerning 
magazines or periodicals and the applicability of the Investment Canada 
Act, he or she do so with the concurrence of the Minister of Canadian 
Heritage. 


Comment 


The Task Force considered recommending that the Investment 
Canada Act be amended to revise the definition of “Canadian 
business” for the publishing sector so that it would no longer be 
necessary to have a place of business, employees and assets in 
Canada in order for an investment related to Canada’s national 
identity or cultural heritage to be subject to notification and review 
under the Act. The Task Force rejected this approach for constitu- 
tional and practical reasons. Essentially, the Investment Canada Act 
is an inappropriate vehicle for controlling an activity where there 
is no business presence in Canada. 


However, in its Interim Report, the Task Force recommended that 
the Related-Business Guidelines under the Act be amended to clarify 
the situation applicable to the magazine or periodical industry. The 
government accepted this recommendation in July 1993.*° We 
reaffirm the importance of this step in ensuring that the Act is 
properly applied in accordance with Parliament’s intention that 
foreign investment in this vital industry is properly reviewed. The 
guideline makes clear that all proposed investments in magazine 
or periodical titles not already being published in Canada are 
subject to notification and review under the Act. 


That review, among other factors, considers the compatibility of 
the investment with national cultural policies and cultural policy 
objectives (section 20 of the Investment Canada Act). Since the 
Minister of Canadian Heritage is responsible for magazine and 
periodical publishing policy, the Task Force considers it essential 
that the Minister responsible for the Investment Canada Act obtain 


2% The July 19, 1993, government announcement is reproduced as Appendix 5 of this report. 
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NEW PUBLIC POLICIES 


the concurrence of the Minister of Canadian Heritage before 
issuing an opinion on the applicability or non-applicability of the 
Act or taking any other step related to a proposed investment in 
the magazine or periodical publishing and distribution sector. 


GOODS AND SERVICES TAX 


Recommendation: that if the government's review of the Goods and 
Services Tax results in a new tax regime that includes exemptions, the 
government consider eliminating federal sales tax on all reading 
materials, including magazines. 


Comment 


A Special Committee of the House of Commons is currently 
reviewing the federal Goods and Services Tax. The Task Force does 
not wish to pre-judge the outcome of that review. However, with 
a view to stimulating the consumption of magazines generally, and 
magazines published in Canada with original content in particular, 
the Task Force believes the government should give serious 
consideration to eliminating any sales tax on reading materials in 
any new tax regime that includes exemptions. 


POLICY DIRECTIONS RESPECTING GOVERNMENT ADVERTISING 


Recommendation: that the federal and provincial governments, their 
agencies and corporations, make every effort to support the Canadian 
magazine industry by placing magazine or periodical advertisements 
directed at the Canadian market in a way that is consistent with federal 
government policy regarding Canadian periodical publishing. 


Comment 


Federal and provincial Crown corporations, government depart- 
ments and agencies are large advertisers. In fact, the Task Force 
was interested to note that, in 1992, the federal government was 
the largest advertiser in Canada, spending $113.2 million (more 
than McDonald’s Restaurants of Canada, Pepsico Inc., Coca-Cola 
Ltd. and General Mills combined). 


The Task Force urges the federal government to use its spending 
power in this sector in a manner that is consistent with the 
government’s magazine and periodical policy. Without adding to 
expenditures, all federal departments and agencies could make a 
significant contribution to the Canadian periodical publishing 
sector by placing advertisements directed at Canadians in maga- 
zines and periodicals that contain at least 80 per cent original 
content. 
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REAFFIRMATION OF 
EXISTING POLICIES 
AND PRACTICES 


The Task Force invites provincial government departments, Crown 
corporations and agencies to give similar support to the Canadian 
periodical industry. 


PROVINCIAL GOVERNMENT MEASURES 


Recommendation: that the governments of the provinces take measures 
within their jurisdiction to support a viable Canadian magazine industry, 
including measures that will address the problem posed by the publication 
and distribution of split-run editions. 


Comment 


The Task Force recognizes the significant role of the provinces in 
the regulation of cultural industries, including the media. Indeed, 
detailed regulation of the newspaper or magazine industry, 
including many of the elements involved in the publication and 
distribution of magazines, falls outside federal jurisdiction. That is 
why the Task Force, in making its recommendations for action by 
the Government of Canada has concentrated on those elements 
that fall within the power of Parliament and the government to act, 
such as the enactment of an excise tax, amendments to the Income 
Tax Act, amendments to and changes of policies under the 
Investment Canada Act and so on. 


The Task Force recommends, however, that the federal government 
encourage the provinces to take steps within provincial control to 
assist the magazine industry in Canada. Some provinces have 
already adopted measures to encourage the print media. For 
example, the Government of Ontario has established an advisory 
group on cultural industries that is expected to report shortly. We 
are hopeful that the Ontario Task Force will recognize the diffi- 
culties faced by the magazine industry because of the split-run 
phenomenon and that it will recommend steps the provincial 
government should take to deal with the problem from its 
perspective and powers. 


Indeed, the Task Force is of the view that it is only through the 
concerted action of the federal and provincial governments that a 
viable public policy for magazines can be established, involving 
measures that both orders of government can take within their 
respective spheres or jurisdiction. 


THE POSTAL SUBSIDY 


Recommendation: that the federal government maintain the current 
level of financial support it provides to Canadian paid-circulation 
periodicals to ensure that Canadians from all areas of the country have 
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access to the Canadian paid-circulation periodicals of their choice at 
affordable cost, whether through a postal subsidy or an alternative 
program to assist in the distribution of these periodicals. 


Comment 


The postal subsidy was established over 100 years ago to promote 
east-west communication and contribute to nation building. At 
first, it applied only to newspapers and newsletters; the magazine 
component was added to the program in the early 1900s. The 
existence of this program has ensured that Canadians, regardless 
of where they live in the country, can receive magazines at the 
same cost as their fellow citizens who live close to the publishing 
centres. In providing this benefit to Canadian readers, it has also 
indirectly provided a significant benefit to magazine and periodical 
publishers. 


Indeed, the viability of the Canadian magazine and periodical 
publishing industry depends heavily on the postal subsidy. 
Canadian newsstands, particularly in the English-language market, 
are dominated by foreign publications: only 18.6 per cent of the 
English-language consumer magazines sold at newsstands are 
Canadian. This is partly because of the relatively small size of the 
Canadian market and the correspondingly large cost of printing 
unsold magazines. It is not feasible for the majority of Canadian 
magazines to print sufficient copies to make newsstand distribu- 
tion a practical alternative to subscription sales. Canadian con- 
sumer magazines have limited capacity to increase subscription 
prices without losing subscribers, largely because the amount that 
a consumer is prepared to pay is significantly affected by the 
pricing of foreign, particularly American, magazines. The Task 
Force is convinced that it would be very difficult for Canadian 
paid-circulation magazines to pass any significant increase in 
postal costs on to their readers without a significant loss in 
circulation. 


Since 1989, the $220 million postal subsidy has been phased out 
and is being replaced by alternative programs to assist in the 
distribution of books, magazines and small community weekly 
newspapers. The replacement program was to have been $110 
million, $85 million of that being allocated to periodicals and 
small community weeklies. However, the government has since 
announced additional cuts to all grants and contributions pro- 
grams, including the postal subsidy. The Task Force recognizes 
that this is a time of fiscal concern for the government, and is not 
proposing that these announced cuts be revoked. It strongly urges 
the government, however, to recognize the importance of this 
program to the industry and to preserve it for future years. 
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THE CULTURAL INDUSTRIES DEVELOPMENT FUND 


Recommendations: 


a. that the Federal Business Development Bank discuss with the industry 
and with the Department of Canadian Heritage how it can make the 
Cultural Industries Development Fund (CIDF) fully effective for the 
Canadian periodical publishing industry; | 


b. that the Canadian magazine industry actively draw on the resources 
of the CIDF to the fullest extent possible; and 


c. that the Management Counselling Program within the CIDF be 
established at a level of at least $500,000 annually. 


Comment 


The Cultural Industries Development Fund (CIDF), established in 
1991 with a five-year budget of $33 million, is managed by the 
Federal Business Development Bank (FBDB) on behalf of the 
Department of Canadian Heritage (formerly the Department of 
Communications). It provides loans to cultural industries, includ- 
ing periodical publishers. 


The Fund was established to address a problem common to all 
Canadian cultural industries: lack of capital. The difficulties these 
industries face in obtaining financing from traditional lending 
institutions are largely due to a lack of familiarity with the cultural 
sector on the part of the lender, the relatively small size of the 
majority of firms and the intangible nature of the assets (difficult 
to convert into collateral) of businesses in the cultural sector. 


The Task Force understands that, in the two years that the Fund 
has been available, there have been some difficulties in meshing 
the needs of magazine publishers with the expectations of the 
FBDB. If the Bank is to redress these problems, it must ensure that 
it is knowledgable about the operations and the particular 
requirements of the periodical publishing industry. We therefore 
urge the FBDB to meet with the industry and the Department of 
Canadian Heritage to discuss how it can make the Fund fully 
effective for the Canadian periodical publishing industry, building 
on the efforts it has made in this regard. 


At the same time, magazines, particularly consumer magazines, 
have not drawn on the resources available through the CIDF to the 
fullest extent possible. This is understandable, given the initial 
frustration that some publishers experienced with the program. 
However, this resource should not be overlooked by periodical 
publishers, particularly given the recent efforts of the FBDB to 
refine the management of the Fund. 
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One very valuable component of this Fund is the Management 
Counselling Service, which provides individualized business 
consulting services to periodical publishing firms. A particularly 
successful example of this type of consulting is the Canadian 
Magazine Publishers Association’s (CMPA) Travelling Consultant 
Program. 


In difficult economic times, it is particularly helpful to have 
individualized business consulting services. Many periodical 
publishers enter the business because they are committed to an 
idea. That commitment carries new publishers a long way, often 
through considerable economic losses, as we have seen in the 
economic study. However, the opportunity to benefit from the 
years of business experience of publishing professionals enor- 
mously increases the future prospects of many small and medium- 
sized enterprises. Hopefully, the next economic study of the 
industry will not show that over half of Canadian magazines are 
losing money. 


In the CMPA’s Travelling Consultant Program, the consultants are 
people who have had extensive experience in the industry or who 
are currently employed in it. They travel, on request, to the place 
of business of a periodical publisher to provide on-the-spot advice. 
The cost of the consultation is shared by the Program and the 
publisher. It is very direct, practical assistance, tailored to the 
specific needs of a particular publisher. 


The Task Force considers this a model of good use of both 
financial and human resources. We are therefore recommending 
that the budget for the Management Counselling Program of the 
CIDF be established at a minimum of $500,000 per year. 


A program such as the CIDF, which should become increasingly 
self-sustaining over time as the original recipients begin to repay 
their loans, appears to the Task Force to be a very laudable 
approach to providing much needed financial assistance to the 
industry. It must, however, address the actual circumstance of the 
industry if it is to meet its objectives. There is considerable 
scepticism about the CIDF on the part of some publishers, and 
increased promotional efforts on the part of the FBDB would 
ensure that the industry reaps the full benefit of the Fund’s 
potential. 


PRIVATE SECTOR MEASURES 


Recommendation: that the Canadian magazine industry continue to 
take steps to improve knowledge among advertisers and advertising 
agencies of the advantages and benefits of advertising in Canadian 
magazines and the uniqueness of the market access they provide. 
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LOOKING FORWARD 


Comment 


The Task Force believes that the Canadian magazine industry itself 
and Canadian business in general can do more to ensure the future 
viability and availability of distinctive Canadian periodicals. 


We have been impressed by the evidence presented to us on the 
importance of Canadian magazines to communication among 
Canadians. The information that is shared through trade publica- 
tions, for example, ensures that Canadians will know of new 
legislative or regulatory measures that affect different industries. 
If Canadian trade publications were to disappear because of the 
growth of split-runs, Canadian advertisers would lose an effective 
means through which they can reach their professional and trade 
customers in Canada. This would be a real economic loss. The 
availability of distinctive Canadian trade magazines promotes the 
development of sectoral specialities and market niches. 


At meetings with many people in the advertising business, the 
Task Force heard that the Canadian magazine industry has not 
adequately conveyed the unique benefits that it can deliver to 
advertisers. Recently, however, Magazines Canada has produced 
two excellent promotional vehicles, Magazine Magic and Magazines 
Sell/le magazine vend, and has embarked on an extensive promo- 
tional campaign. The Task Force commends the industry on this 
initiative and recommends that it actively continue to pursue this 
type of positive promotional activity at all levels. 


Recommendation: that, no later than the end of this century, the 
Government of Canada establish a formal procedure, such as a Task 
Force, to review the effect of our recommendations and to assess what 
new measures are needed, if any, to support the Canadian magazine 
industry. 


The Task Force firmly believes that the measures it is recom- 
mending, if implemented on a timely basis, will help preserve a 
viable distinctive Canadian magazine industry well into the future. 
At the same time, it is conscious of the fact that we are living in a 
time of rapid change and technological innovation. Cultura] 
industries in general, and the magazine industry in particular, will 
not escape this change. Indeed, they will be at the forefront of it. 
One need only think of the role of culture in broadcasting, 
telecommunications and the emerging “electronic highway”, to 
understand the impact that these developments will have on our 
cultural industries. 


It is for this reason that the Task Force is recommending that the 
Government of Canada wait no longer than the turn of the century 
to review, once again, its policies with respect to the Canadian 
magazine industry. No measure, no matter how carefully designed, 
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can last forever. Changing circumstances require changing policy 
instruments. The average life of measures implementing policy in 
the public sphere, including legislation, is much shorter today than 
in the past. We are convinced that the magazine industry is too 
important to Canada’s cultural identity and nationhood to be lost 
in the hustle and bustle of rapid change. That is why a formal 
review of the magazine industry, similar to the one that we have 
just concluded, should be a matter of the highest priority for the 
government by the year 2000. 
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EXEMPTIONS 


When Floyd Chalmers, then president of Maclean-Hunter, 
appeared in 1960 before a royal commission set up to examine the 
magazine industry, he had some rather harsh words for Time and 
Reader's Digest. 


“Quite frankly,” he told the commission chairman, Senator Grattan 
O'Leary, ‘the parasitical character of these publications suggests 
that they are not particularly entitled to sympathetic or generous 
treatment.” 


Nearly ten years later, another Maclean-Hunter representative 
appeared before the Special Senate Committee on the Mass Media. 
R.A. McEachern, the company’s executive vice-president in charge 
of consumer magazines, told the committee and its chairman, 
Senator Keith Davey, that the so-called grandfathering of Time and 
Reader's Digest was far from intolerable, and the removal of the 
exemptions granted to the two American organizations was 
unrealistic at that time. “We live with it...” said Mr. McEachern. 
“The status quo is something the government created. We are going 
to make the best of it.” 


And that, with certain reservations, is what the Canadian maga- 
zine industry has been trying to do ever since. However, the 
launch of Sports Illustrated’s Canadian edition in 1993 has forced 
further examination of the status of both Time, the parent of Sports 
Illustrated, and Reader’s Digest. 


The recommendation by this Task Force of an excise tax to deal 
with the problem of a publication that is largely recycled editorial 
material soliciting advertising aimed at Canadians leads to further 
reflection on the question: should Time and Reader's Digest be 
exempt from such a tax by virtue of their long-standing status in 
Canada? 


This Task Force is not by any means the first attempt to examine 
the status of Canadian publications in relation to magazines from 
abroad circulating freely in Canada. The first such major public 
inquiry was in 1951 when the Royal Commission on National 
Development in the Arts, Letters and Sciences recognized that the 
periodical press was an important influence in the formation and 
development of national understanding. 
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Following on that Commission, Canada proposed a 20 per cent tax 
on all advertising contained in split-runs of foreign periodicals in 
Canada, and the legislation became effective on January 1, 1957. 
However, it was repealed in June 1958, after a change of 
government. 


In 1960, the O’Leary Royal Commission began its study of the 
magazine industry, and, in its 1961 report, the Commission 
concluded that a nation’s domestic advertising expenditures should 
be devoted to the support of its own media. It concluded that a 
genuinely Canadian periodical press could only exist by ensuring 
for Canadian publications, under equitable conditions, a fair share 
of domestic advertising — a goal that is shared by this current 
Task Force. 


It was the O’Leary Commission that recommended the by-now 
familiar strategy of refusing to allow an advertiser to deduct from 
income, for tax purposes, the cost of any advertising directed at 
the Canadian market in a foreign periodical. 


Furthermore, said the O’Leary Commission, entry into Canada 
from abroad of a periodical containing advertising directed to 
Canadians should be disallowed. 


More than 30 years after O’Leary, through the use of the new 
technology of electronic page transmission, Sports Illustrated has 
been able to circumnavigate its way around the clear principle 
of the O’Leary Commission’s recommendation on importation 
of foreign magazines with advertising directed to Canadian 
consumers. 


That principle, as legislated in Tariff Code 9958, is even more vital 
today than it was three decades ago and needs the endorsement of 
more modern interpretation. 


While O’Leary won the point of principle on Canadian advertising 
in foreign publications, he lost what many regarded as the real 
issue: the continued presence in Canada of Time and Reader's 
Digest. 


Senator Davey acknowledged in his report” that both Time and 
Reader's Digest ‘’have made earnest attempts to become members 
in good standing of the Canadian magazine community and have 
continued to prosper.” The report went on: ‘There is no question 
that both magazines have been good corporate citizens.” 


*” Report of the Special Senate Committee on Mass Media, chaired by the Honourable Keith 
Davey. Ottawa: Queen’s Printer, 1970. 
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While arguing that kicking Time and Reader's Digest out of Canada, 
after they had done business here for nearly three decades, “and 
done it with flair and excellence,’ would be contrary to the 
Canadian character, the Davey committee nevertheless went on to 
recommend that the exemption for both magazines should be 
repealed. 


The government did not follow up on that recommendation 
until 1975, when Bill C-58 was introduced. As a consequence of 
Bill C-58, Reader’s Digest, in June 1976, created its own foundation 
in Canada and endowed it with 75 per cent ownership of the 
Digest and its French edition, Sélection du Reader's Digest. 


By contrast, Time closed down its Canadian bureau in 1976. 
Despite virtually ignoring Canada between the covers of its 
magazine, Time has continued to offer space to advertisers wishing 
to reach a Canadian audience. They have done this to such good 
effect that, in one year alone, 1989, it was able to show advertising 
revenues for all its Canadian enterprises of nearly $19 million, or 
roughly 3 per cent of all advertising revenue earned by Canadian 
magazines that year. 


Nevertheless, to try and turn back the clock more than 30 years 
would be naive at best. Canada, having accepted the place of Time 
and Reader's Digest within the Canadian industry, cannot now 
reverse history. As Senator Davey uneasily acknowledged in 1970, 
it would be contrary to the Canadian character to do so. 


The Task Force has therefore concluded that magazines that 
otherwise would be subject to the proposed tax as of the date of 
this report, should be exempt at the numher of issues per annum 
that were distributed in Canada in the year preceding this report. 
We understand that, in the case of Sports Illustrated, this would 
mean that seven issues per annum would be exempt from the tax. 
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M APPENDIX 2 


CONTRIBUTORS 


The Task Force benefited from the information provided to it by 
the following individuals, businesses and associations, either in 
writing or in person: 


Alberta Culture, Edmonton, Alberta 
Alberta Reports magazine, Edmonton, Alberta 
Association of Canadian Advertisers, Toronto, Ontario 


Association québécoise des éditeurs de magazines, Montreal, 
Quebec 


Baum Publications, Vancouver, British Columbia 
BCP Strategy Creativity, Montreal, Quebec 
Beautiful B.C. magazine, Victoria, British Columbia 
Book and Periodical Council, Toronto, Ontario 
Butterworths, Toronto, Ontario 


Canada-wide Magazines, Vancouver, British Columbia 
Canadian Advertising Foundation, Toronto, Ontario 
Canadian Business Press, Toronto, Ontario 

Canadian Conference of the Arts, Ottawa, Ontario 
Canadian Farm Press, Toronto, Ontario 

Canadian Magazine Publishers Association, Toronto, Ontario 
Canadian Printing Industries Association, Ottawa, Ontario 
Cape Breton’s Magazine, Nova Scotia 

CGA Magazine, Vancouver, British Columbia 

Corporate Communications, Halifax, Nova Scotia 
Cossette Communications, Toronto, Ontario 


Davey, Senator Keith, Toronto, Ontario 
Deacon, Paul, Ottawa, Ontario 


DPL Publishing, Liverpool, Nova Scotia 


Federal Business Development Bank, Montreal, Quebec 
Fur Council of Canada, Montreal, Quebec 


Graphic Communications International Union, Local N-1, 
Richmond Hill, Ontario 


Institute of Canadian Advertisers, Toronto, Ontario 


League of Canadian Poets, Toronto, Ontario 
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Maclean-Hunter Publishing, Toronto, Ontario 
Marketel /McCann-Erickson Ltée, Montreal, Quebec 
Masthead Magazine, Toronto, Ontario 

McArthur, Thompson, Law, Halifax, Nova Scotia 
Moorshead Publications, Toronto, Ontario 


New Maritimes magazine, Halifax, Nova Scotia 
Newman, Peter, Vancouver, British Columbia 


OP Publishing, Vancouver, British Columbia 


Palmer, Jarvis Advertising, Vancouver, British Columbia 
Paul Martel Inc., Montreal, Quebec 

Periodical Publishers Association, Toronto, Ontario 
Periodical Writers Association of Canada, Toronto, Ontario 
Publications Transcontinental Inc., Montreal, Quebec 
PULSUS Group Inc., Toronto, Ontario 


Quebecor Printing, Richmond Hill, Ontario 


Reader’s Digest, Montreal, Quebec 
Royal Canadian Geographic Society, Ottawa, Ontario 


Southam Magazine Group, Toronto, Ontario 
Southern Ontario Newspaper Guild, Toronto, Ontario 


Telemedia, Toronto, Ontario 
Time Canada Inc., Toronto, Ontario 


Western Living magazine, Vancouver, British Columbia 
Writers Guild of Alberta, Edmonton, Alberta 
Writers’ Union of Canada, Toronto, Ontario 
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TERMS OF REFERENCE FOR 
THE TASK FORCE 


The purpose of the review of federal measures to support the 
Canadian magazine industry will be to propose measures that will 
enable the Government to effectively carry through on its policy 
objective of ensuring that Canadians have access to Canadian 
information and ideas through genuinely Canadian magazines. 


To carry out this review, the Task Force will be headed by 
two experienced co-chairpersons who will provide their 
recommendations directly to the Government. 


They will be assisted by a committee made up of voluntary 
advisory members representing Canadian magazine publishers, 
advertisers and consumers. 


Since 1965, the Government has assisted the Canadian magazine 
industry through two legislative measures whose purpose is to 
ensure a flow of adequate advertising dollars to Canadian 
magazines. The mandate of this Task Force will be to recommend 
ways to bring these measures up-to-date, and to identify other 
measures to address the Government's policy objectives in the face 
of technological change, and the evolving international economic 
and regulatory environment. 


The Task Force will report by the end of 1993 with recommenda- 
tions for new measures in support of the Canadian magazine 
industry, but it can issue interim reports at any time. 


I. Assessment of the Marketplace for Canadian Magazine 
Publishers 


e The current state of the Canadian magazine industry and 
its market structure; 


e The Canadian advertising market and its importance to the 
magazine publishing industry; 

¢ Impacts of evolving technologies in the Canadian magazine 
industry; 


e Importance of the Canadian magazine industry to 
Canada’s cultural, social and economic life; 


e The Canadian magazine industry as it relates to an 
evolving regulatory, trade and international context. 
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II. Review of Existing Mechanisms 


e How the Government’s stated objectives can continue 
to be met through the application of Section 19 of the 
Income Tax Act and Tariff Code 9958 in the face of evolving 
technologies. 


III. Toward a Renewed Framework of Support 


e Policy mechanisms which exist for other cultural sectors 
and which might similarly be developed for the magazine 
industry, such as those governing foreign investment. 


e The identification of new measures which could be 
implemented, in light of issues likely to face the Canadian 
magazine industry over the decade ahead, to ensure that 
Canadians continue to have access to Canadian ideas and 
information through Canadian magazines. 
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THE INTERIM REPORT OF 
THE TASK FORCE 


May 31, 1993 


The Honourable Perrin Beatty 
Minister of Communications 
Ottawa, Ontario 

K1A 0C8 


Dear Mr. Beatty: 


As co-chairmen of the Task Force on the Canadian magazine 
industry, we are pleased to present an interim report with two 
recommendations requiring early Government action. 


As you know, our mandate is to propose measures that will enable 
the Government to effectively carry through on its long-standing 
policy objective of ensuring that Canadians have access to 
Canadian ideas and information through genuinely Canadian 
magazines. We have taken careful note of your remarks quoted in 
the Toronto Star of April 20, 1993 that “the message that was sent 
very, very clearly when we set up the task force is that we want 
to ensure the letter and the spirit of the policy is fully respected.” 


Our recommendations are intended to reinforce the Canadian 
government policy objective. They are also intended to ensure that 
the work of the Task Force you have appointed is not jeopardized 
by the publication in Canada of any foreign magazines soliciting 
Canadian advertising, contrary to government policy. 


However, we consider it essential that any measures we 
recommend should in no way limit the freedom of choice or the 
access Canadians already have to magazines from around the 
world, either through subscription or newsstand sales. What is at 
stake has nothing to do with this freedom of choice or the 
availability of foreign periodicals. Our premise is that foreign 
magazines are welcome in Canada, but that the terms of this access 
should not be such as to undermine the viability of the Canadian 
magazine industry. 


The first meeting of the Task Force was held in Toronto. We have 
also met in Ottawa with officials from the Departments of 
Communications, External Affairs, Finance, Justice and Revenue 
Canada, as well as Investment Canada. 
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As a result of these meetings and a review of available 
information, we have developed the two recommendations in this 
interim report. 


It has been Canadian government policy for almost 30 years, as a 
result of the O’Leary Royal Commission recommendations, that in 
order to ensure a genuinely Canadian periodical press, split run or 
“Canadian” regional editions of foreign magazines which contain 
advertisements directed to a market in Canada would not be 
permitted. Indeed, the clear intent of the two legislative measures 
which support the policy (Customs Tariff Code 9958 and Section 19 
of the Income Tax Act) is to prevent the siphoning off of Canadian 
advertising dollars by foreign magazines. 


We understand that the first “Canadian” regional edition of Sports 
Illustrated (SI) took approximately $250,000 in advertising from the 
Canadian market. At this rate, the planned six Canadian issues of 
SI could take $1.5 million in advertising revenue out of the 
Canadian advertising pool. Were it to publish all 52 issues with 
Canadian advertising, it could take an even more substantial 
amount out of the Canadian market. To put this in perspective, it 
should be pointed out that the total profit for the entire Canadian 
magazine industry in 1991 was $18 million. However, we are not 
talking about protecting the profits of Canadian magazines, but 
about survival itself for a fragile industry. 


The Canadian edition of Sports Illustrated has demonstrated that 
Customs Tariff Code 9958 can now be bypassed by more 
sophisticated technology through which the content of foreign 
magazines can be transmitted electronically across our borders and 
physically published here in Canada. These factors may well tempt 
other periodical publishers to recycle their foreign editorial content 
into Canadian editions, thus drawing off Canadian advertising 
dollars and creating a serious threat to the health of the Canadian 
magazine industry. 


Canadians and Canadian magazine publishers will have more trust 
in the Task Force process if they are confident that the Canadian 
industry is not tacing this kind of threat to its existence over the 
next few months while the Task Force deliberates. In the absence 
of prompt government action in response to the threat identified 
in your announcement of the Task Force, foreign publishers could 
come to believe that they are free to produce Canadian split run or 
regional editions of additional titles over the remaining months of 
1993. Should this happen, there is a strongly held view in the 
magazine and advertising industries that some Canadian 
magazines would inevitably fail as a direct result. 
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These conclusions are necessarily based on a preliminary 
assessment. The Task Force is undertaking careful economic 
Studies of the industry, and of the impact of foreign periodicals 
competing for Canadian advertising dollars. However, there is 
sufficient information available to indicate that a serious potential 
problem exists, requiring immediate Government action. 


Recommendation No. 1 


The first recommendation of the Task Force is that the 
Government make a clear public statement reaffirming its long- 
standing policy objectives for the Canadian magazine industry, 
with particular reference to split run or “Canadian” regional 
editions sold in Canada with advertising aimed primarily at a 
Canadian audience. 


This statement should update the wording of the existing 
government objectives towards the magazine industry in light of 
changes in technology since the original policy intent was 
established almost 30 years ago. This policy statement would 
provide the basis for reviewing investments under the Investment 
Canada Act, as provided for in 20(e) of the Act; ie, “the 
compatibility of the investment with national industrial, economic 
and cultural policy objectives enunciated by the government...”. 


The Task Force recommends that this public policy statement 
should cover the following points: 


e The commitment of the Canadian government to ensuring that 
Canadians have access to Canadian ideas and information 
through genuinely Canadian magazines, while not restricting the 
sale of foreign magazines in Canada. 


e A viable Canadian magazine industry must have a secure 
financial base. The objective of long-standing government policy 
instruments to encourage the flow of Canadian advertising 
dollars to Canadian magazines should be reaffirmed. 


e The government should reiterate that the spirit of its magazine 
policy remains unchanged, despite changing technology that has 
limited the capacity of existing tools to fully protect the 
Canadian industry. 


+ The Canadian government should indicate clearly that its policy 
prevents the establishment of split run or “Canadian” regional 
editions of foreign magazines that contain advertisements 
directed at the Canadian market, regardless of where they are 
printed. 
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¢ This policy should also apply to Canadian magazines, the 
contents of which, excluding advertisements, are substantially 
the same as the contents of one or more foreign magazines. For 
this purpose, “substantially” means 20 per cent or more. 


Our mandate calls on us to recommend the best instruments to 
achieve this government policy objective. This will be dealt with 
in detail in our final report. In the meantime, however, we have 
identified one area where we believe it is possible for the 
government to take immediate action. 


Recommendation No. 2 


The Related Business Guidelines under the Investment Canada 
Act should be amended to clarify the situation of magazines or 
periodicals not already being published in Canada. This 
amendment should state that an investment by a non-Canadian 
related to the publication, distribution or sale of a magazine or 
periodical not already being published in Canada would be 
considered to be an investment to establish a new business and 
not the expansion of an existing business. Thus, such investment 
would be subject to notification and review under the Act. This 
review would be made in light of stated government policy. 


Investment Canada has not made public the details of its opinion 
on Sports Illustrated, citing Section 36 of the Act, but it would 
appear that it ruled that the investment to start up the Canadian 
edition of Sports Illustrated was not reviewable. This investment 
was apparently deemed to be an expansion of an existing business 
activity rather than a ‘’new business investment”, on the grounds 
that Time Warner already publishes a Canadian edition of TIME 
magazine through its subsidiary, Time Canada Inc. 


The current wording of the Related Business Guidelines, which apply 
to all sectors, provides that “’... a new business activity commenced 
by an investor is regarded as the expansion of an existing business, 
rather than the establishment of a new business, if the new activity 
produces goods or services which are substantially similar to the 
goods or services produced by the existing business...” 


An argument could be advanced that Sports Illustrated was not 
“substantially similar to the goods or services produced by the 
existing business”, i.e., not substantially similar to TIME magazine 
published by Time Canada Inc. Therefore, Investment Canada 
could have dealt differently with Sports Illustrated under the 
existing guidelines. Our recommendation calls for a clarification of 
the applicable guideline with respect to magazines that could have 
prevented the current situation from arising, by providing a basis 
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for review by Investment Canada. Only the establishment of a new 
business, not the expansion of an existing business, is subject to 
notification and review under the Act. 


Without clarification, the current Investment Canada guidelines do 
nothing to discourage foreign magazine and periodical publishers 
from undertaking further expansion in the Canadian market. The 
impact of such expansion on Canada’s already fragile magazine 
industry could be devastating. Time Warner, for example, 
publishes 23 different titles, among them People, Entertainment 
Weekly, Fortune, Money, Life, and Sports Illustrated for Kids. In 
Australia, Time Warner published Sports Illustrated for a while 
without success; it still publishes People magazine there with 
considerable success. These activities demonstrate its intention to 
expand wherever practicable with any or all of its 23 titles. In this 
regard, Canada is far more vulnerable than any other country. 


In our view, the amendment to the guidelines that we suggest 
would not contravene Canada’s international trade obligations. 


This second measure could be effected immediately, as it requires 
only action on the part of the Minister responsible for the 
Investment Canada Act, pursuant to Section 38 of the Act. 


This recommendation is not intended to apply to the six issues 
already announced for Sports Illustrated. However, given the scope 
of the Task Force’s mandate, our final recommendations might 
well address themselves to the future of all foreign magazines in 
Canada, including Sports Illustrated. 


As co-chairs of the Task Force, we believe that early government 
action on these two recommendations is essential. 


Should you have any questions on these matters, we would be 
more than pleased to meet with you or any of your Cabinet 


colleagues at any suitable time. 


Sincerely, 


\ | 
TP. Hetteg tem | epee Eu 


J. Patrick O’Callaghan Roger Tasse 
Co-Chairman Co-Chairman 
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M APPENDIX 5 


THE GOVERNMENT RESPONSE 
TO THE INTERIM REPORT 


COMMUNICATION § 


NEWS RELEASE COMMUNIQUE 


JURY 19571993 FOR IMMEDIATE RELEASE 


Charest, Landry and Turner announce action on Interim Report from 
Task Force on the Canadian Magazine Industry 


OTTAWA -- The Deputy Prime Minister and Minister Designate of Industry and Science, 

Jean Charest, the Secretary of State, Minister of Communications and Minister Designate of Canadian 
Heritage, Monique Landry, and the Minister of National Revenue, Garth Tumer, announced today that 
they will act on the recommendations of the interim report of the Task Force on the Canadian 


Magazine Industry. 
The interim report was released today. It makes two recommendations. 


The first is that "the Government make a clear public statement reaffirming its long-standing 
policy objectives for the Canadian magazine industry, with particular reference to split-run or 
‘Canadian’ regional editions sold in Canada with advertising aimed primarily at a Canadian audience." 


The second recommendation is that "the Related-Business Guidelines under the /nvestment 
Canada Act should be amended to clarify the situation of magazines or periodicals not already being 


published in Canada." 


Available upon request in braille, large-type, on audio cassette 
or machine readable diskette (613) 990-4842. 


Hearing impaired: (TDD) (613) 998-3750. 


Information Services/ Direction de l'information # 300 Slater Street / 300, rue Slater » Ottawa K1A 0C8 = (613) 990-4900 


Regional offices / Bureaux régionaux: Moncton (506) 857-6525 / Montréal (514) 283-2307 / Toronto (416) 973-8215 / Winnipeg (204) 983-4391 / Vancouver (604) 666-5468 


| ed | Communications Canada 


Canada 
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Concerning the first recommendation, Madame Landry issued a statement summarizing the 
Government’s policy objectives for the industry. She stated: "The Government reaffirms its 
commitment to protect the economic foundations of the Canadian periodical industry, which is a vital 
element of Canadian cultural expression. To achieve this objective, the Government will continue to 
use policy instruments that encourage the flow of advertising revenues to Canadian magazines and 
discourage the establishment of split-run or ‘Canadian’ regional editions with advertising aimed at the 
Canadian market. We are committed to ensuring that Canadians have access to Canadian ideas and 
information through genuinely Canadian magazines, while not restricting the sale of foreign magazines 
in Canada." 


In response to the second recommendation, Mr. Charest stated: "From the day it was passed, 
the Investment Canada Act has recognized that Canada’s cultural industries play a special role in the 
life of the country. Today, I am clarifying the Related-Business Guidelines under the Act with respect 
to investments in the magazine and periodical sector. Investment in a magazine by a non-Canadian 
already publishing in Canada is considered an investment to establish a new business, and not the 
expansion of an existing business. Such investments therefore are subject to notification and review 


under the /nvestment Canada Act." 


The Related-Business Guidelines, July 1993, are not retroactive and consequently will have no 
effect on Sports Illustrated Canada. 


Mr. Charest and Madame Landry stated that, as the Task Force has noted, this measure is not 
sufficient in itself to achicve the Government’s policy objectives for the Canadian periodical industry 
in a period of rapid economic and technological change. Nevertheless, Mr. Turner stressed that the 
provisions of Section 19 of the Income Tax Act and Code 9958 of the Customs Tariff continue to 
apply in support of the Canadian magazine industry. The Ministers said that they look forward to 
receiving further recommendations from the Task Force. 


They also emphasized that “should foreign publishers decide during the work of the Task 
Force to undertake any new publishing activity in Canada which would contravene or sidestep the 
Govemment’s policy objectives for the magazine industry, they would do so at their own risk." 


The Canadian periodical publishing industry directly employed 6,400 people in 1991 and 
indirectly employs thousands of writers, illustrators, photographers, printers and others. Although it 
has flourished culturally, with over 1,500 titles from 1,099 publishers, its financial position was fragile, 
with overall pre-tax profits of only 2% of total revenues in 1991. 
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Advertising is the most important source of revenue for most Canadian periodicals, accounting 
for 65% of the industry’s total revenues in 1991. However, while advertising revenues in the 
Canadian market for all media increased in constant dollars by 21% between 1981 and 1991, 
advertising revenues for periodicals decreased by 25%. The share of overall advertising revenues 
directed to periodicals declined from 10% to 6% during the same period. 


£305 
Contact: 


Gérard Desroches 
Information Services 
Ottawa, Ontario 
(613) 990-4827 
NR-93-5290E 
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Statement on the Government’s Policy Objectives for 
the Canadian Periodical Publishing Industry 


Canadian periodicals are a vital element of Canadian cultural expression. They provide, in the words 
of the 1961 O’Leary Royal Commission on Publications, "...the critical analysis, the informed 
discourse and dialogue which are indispensable to a sovereign society." 


The Government reaffirms its commitment to the long-standing policy objective of protecting the 
economic foundations of the Canadian periodical industry. To achieve this objective, the Government 
uses policy instruments that encourage the flow of advertising revenues to Canadian periodicals, since 
a viable Canadian periodical industry must have a secure financial base. 


The establishment of split-run or ‘Canadian’ regional editions of foreign titles which contain 
advertising aimed at Canadian markets is thus not consistent with the policy because revenues from 
advertising directed at Canadians flow to these editions of foreign titles. 


The Government is committed to ensuring that Canadians have access to Canadian ideas and 
information through genuinely Canadian periodicals, while not restricting the sale of foreign 
periodicals in Canada. Hence, the Government will continue to use existing policy instruments and 
any other measures it may adopt to achieve these policy objectives. 
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MINISTER RESPONSIBLE 
FOR INVESTMENT CANADA 


INVESTMENT CANADA 


INVESTMENT CANADA ACT 


Related-Business Guidelines, July 
1993 


The following Related-Business 
Guidelines, July 1993, are issued by 
the Minister of Industry, Science 
and Technology as Minister 
responsible for the administration 
of the Investment Canada Act ("the 
Act"), under the authority of 
section 38 of the Act. 


The following heading and 
paragraph are added after the 
heading "Expansion of an Existing 
Business" in the Related-Business 
Guidelines, for clarification 


purposes: 


"Publication, Distribution or Sale 
of Magazines or Periodicals 


Notwithstanding any other 
provisions of these guidelines, 
where a business activity is in 
the publication, distribution or 
sale of magazines or periodicals 
in print or machine readable 
form, an investment by a non- 
Canadian to, directly or 
indirectly, publish, distribute or 
sell a magazine or periodical in 
print or in a machine readable 
form in Canada, whether or not 
the non-Canadian, directly or 
indirectly, already publishes, 


Ottawa, Canada K1A OH5 
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MINISTRE RESPONSABLE 
D’INVESTISSEMENT CANADA 


INVESTISSEMENT CANADA 


LOI SUR INVESTISSEMENT 
CANADA 


Principes directeurs à l'égard des 
entreprises liées, Juillet 1993 


Les Principes directeurs à l’égard 
des entreprises liées, Juillet 1993 
suivants sont établis par le ministre 
de l'Industrie, des sciences et de la 
technologie et ministre chargé de 
l'application de la Loi sur 
Investissement Canada (la "Loi"), en 
vertu de l’article 38 de la Loi. 


Le titre et le paragraphe suivants 
sont ajoutés après le titre "Expansion 
d’une entreprise déjà établie" dans les 
Principes directeurs à l'égard des 
entreprises liées, pour fin de 
clarification: 


"Publication, distribution ou vente 
de revues ou de périodiques 


Nonobstant toutes autres 
dispositions des présents principes 
directeurs, lorsqu'une activité 
commerciale consiste en la 
publication, la distribution ou la 
vente de revues ou de périodiques 
sous forme imprimée ou 
assimilable par une machine, un 
investissement par un non- 
Canadien pour, directement ou 
indirectement, publier, distribuer 
ou vendre au Canada une revue ou 
un périodique sous forme 
imprimée ou assimilable par une 
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distributes or sells, in print or in 
machine readable form, another 
magazine Or periodical in 
Canada or the same magazine 
or periodical in Canada from 
another country, is deemed to 
be a new Canadian business and 
is subject to notification 
pursuant to section 11 of the 
Act rather than deemed to be 
an expansion of an existing 
business." 


Further information is available 
from the Corporate Secretary and 
Senior Counsel, Industry and 
Science Canada, 240 Sparks Street, 
Sth Floor West, P.O. Box 2800, 
Station D, Ottawa, Ontario K1P 
6AS. 


re RE SA 


machine, que le non-Canadien, 
directement ou indirectement, 
publie, distribue ou vende ou non 
sous forme imprimée ou 
assimilable par une machine une 
autre revue ou un autre périodique 
au Canada ou la même revue ou 
périodique au Canada à partir d’un 
autre pays, est présumé être la 
constitution d’une nouvelle 
entreprise canadienne sujette à avis 
en vertu de l’article 11 de la Loi 
plutôt que l’expansion d’une 
entreprise déjà établie." 


De plus amples renseignements 
sont disponibles de: Secrétaire 
général et avocat-conseil, Industrie et 
Sciences Canada, 240, rue Sparks, 5e 
étage ouest, Case postale 2800, 
Station D, Ottawa (Ontario) K1P 
6AS. 


DR. 


Jean Charest 


Minister of Industry, Science and Technology / Ministre de l’Industrie, des Sciences et de 
la Technologie 
Minister responsible for Investment Canada / Ministre responsable d’Investissement 
Canada 
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